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Goon het G Bina 
In Volume 31, page 4360, lines 12 and 13, 
ine Words ~.4.,.20r the financing of the 
Dominion railway or conceived railway lines" 


1! 


should read °....for tne convenience of the 


Dominion railway or connected railway lines", 


In Volume 31, page 4416, line 21, 


the word “hyperbolic” should read "parabolic". 
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Friday, 
May 2, 1958. 


---On resuming at 10.00 a.m, 
---Mr, Commissioner Ladner was not present, 

THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mr. Pattillo, I believe we have a wise 
man from the East this morning. 

MR, PATTILLO: We have got a lot of them. 

I don't know which one you are referring to, but I 
understand Mr, Mathieson is going to ask Mr. Ratcliffe 
some preliminary questions. 

MR, MATHIESON: Mr. Chairman, Mr. Ratcliffe's 
name is already on the list of witnesses in the 
appearances, 

THE CHAIRMAN: As an expert, I take it. 

MR. MATHIESON: We have asked him to attend 
for the purposes of providing the Commission with the 
benefit of his opinion about the financial possibility 
of constructing a pipeline to serve the Montreal 
market, and I would like to ask him two or three 
introductory questions. 

Mr. Ratcliffe, you are the President of 
McLeod, Young, Weir and Company Limited? 

MR, RATCLIFFE: I am. 

MR. MATHIESON: What business does your 
firm Carry on? 


MR. RATCLIFFE: The business of an investment 
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ccalcr, 

MR, MATHIESON: How long have you been 
associated with that business? 

MR, RATCLIFFE: Since 1921, when the 
firm was formed. 

MR. MATHIESON: And I believe you have 
had some experience with the financing of various 
pipeline projects? 

MR. RATCLIFFE: We have. Our firm has 
been associated with the financing of Interprovin- 
cial Pipe, Trans Mountain Pipe Line and Trans- 
Canada. 

MR, MATHIESON: Have you discussed, with 
representatives of Interprovincial, the feasibility 
of financing the construction of a pipeline ex-— 
tension to Montreal? 

MR, RATCLIFFE: I have. 

MR, MATHIESON: And have you come to any 
conclusion as to whether the construction of such 
a pipeline is feasible, from the financial point 
of view? 

MR. RATCLIFFE: It is definitely feasible, 
so long as there is a guaranteed throughput from 
the refineries who will be the users of the oil. 

MR, MATHIESON: Those are all the questions 
I have to ask of Mr, Ratcliffe, Mr. Chairman, 

MR. PATTILLO: When you speak of a 


guaranteed throughput from the refiners, have you 
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reached any conclusion as to what quantum of 
throughput would have to be guaranteed to make 
the dine one that’ could be financed? 

MR. RATCLIFFE: I have, and my estimate 
is that the guaranteed throughput would have to be 
a minimum of 150,000 barrels a day. 

MR. PATTY IDLO: Ins reachane thav conclusion, 
Mr. Ratcliffe, are you talking about an extension 
of the line from the present terminus at Port Credit, 
to Montreal, or are you talking about any take-off 
at any point of the present Interprovincial line 
running to Montreal? 

MR, RATCLIFFE: There might be take-offs 
but we are envisaging a line which would be 26-inch 
capacity and would have to be built, therefore, 
all the way back, using some’ of the facilities 
that Interprovincial now have where they have sur- 
Dis $Capa Ca ty, 

MAS PAVIA CO ir. Ralelitte, ‘an. Your c2ye 
us any estimate as to the length of time that would 
be required to arrange the financing to have the 
necessary documents prepared and everything com- 
pleted so that you couid have the first take-down 
of moneys? 

MR. RATCLIFFE: ‘Are you talking now, 
Sir, about the necessary appearances before the 
various commissions and the Transport Board, or 


just on the straight financial aspect of it? 
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MR. PATEIELO: I am talking, first, on the 
straight financial aspect of it. 

MR, RATCLIFFE: The straight financial 
aspect, if there was nothing else involved and 
everything else was clear, including throughput 
agreements, I should think that should not take 
more than three to six months. 

MR. PATTILLO: I assume that, from what 
you have said, as a condition precedent to even 
attempt to arrange the financing that the throughput 
agreements would have to be prepared and executed? 

MR. RATCLIFFE: Definitely, they would have 
to be long-term throughput agreements. 

MR. PATTILLO: When you are talking about 
long-term throughput agreements, what length of time 
are you contemplating? 

MR. RATCLIFFE: The length of the first 
mortgage bonds, which would probably be a minimum of 
twenty years. 

MR, PATTLULO: The only other question I 
would like to ask Mr. Ratcliffe ils: from your 
experience in connection with these other pipelines, 
what would you estimate would be the period of time 
required from the moment that the venture was 
decided upon until the contractors could go upon 
the ground, having regard to past experience, 

MR, RATCLIFFE: That is very, very 


difficult to answer and, in these other pipelines 
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with which we have been associated, as much as 
five years with Trans-Canada; but in the other two 
I would think it was about, from memory, one year 
Or a littlemerey provacly, 

MR. PATTILLO: That i8 all I wish to ask 
Mr. Rateliffe, Mr. Chairman, 

THE CHATRMAN: Mr, Ratcliffe, I assume 
you are familiar with the estimates of the cost 
of construction of the various alternatives that 
Interprovincial has given to the Commission, are 
you? 

MR. RATCLIFFE: I am familiar with the 
costs which Interprovincial have given for the 
three alternatives. 

THE CHAIRMAN: Have you worked out in 
your mind the manner in which the financing would 
be set up, that is, what proportion of bonds, whether 
you would have debentures? Would you have convert- 
ible debentures, for instance? 

May BATCGEEPE: . Yes, It would depend on 
market conditions at the time of the issue but, in 
the main, it would probably be approximately, say, 
75% first mortgage bonds and a considerable portion 
of the balance in debentures; some common. 

THE CHAIRMAN: Would you anticipate 
that all of the financing could be done in Canada? 

MR. RATCLIFFE: No, I wouldn't, I would 


anticipate that all the equitable financing could 
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be done in Canada and that there would be a demand 
for a considerable number of the first mortgage 
bonds, but not all of them. 

THE CHAIRMAN: Have you any idea as to 
what proportion? 

MR. RATCLIFFE: That would depend on the 
disparity in rates between the US market and the 
Canadian market at the time of the issue, 

THE CHAIRMAN: You mean the disparity 
in interest rates or in the value of the dollar? 

MR. RATCOIPPE: “The dlsparivy in ariverest 
raves, 

THE CHAIRMAN: Would you think that more 
than 10% of the first mortgage bonds, in principal 
amount, would be placed in Canada? 

MR, RATCLIFFE: I would say that you would 
probably be able to sell the -- in the case of 
Trans-Canada, we sold approximately $33 million in 
Canada, first mortgage bonds. 

THE CHAIRMAN: $33 million of what total? 

MA, RATCRLERE: Ont of $125. million, © 
think it was. 

THE CHAIRMAN: Would you anticipate that 
the equity shareholders would be given the right 
to subscribe to the new equity stock? 

MR. RATCLIFFE: Possibly. We have not 
finalized that yet. 


THE CHAIRMAN: Have you any thoughts 
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as to where control might rest? 

Mite eCATCIUPEE tee Wed lw CORtPOl, at the 
moment, rests with Canadian shareholders and I 
would see no reason why that would change. In fact, 
I would think the degree of Canadian control would 
be increased rather than diminished, 

THE CHATRMAN: Would be - - 

MR. RATCLIFFE: Would be enhanced rather 
than diminished. 

TMS CANRCRNMANG. Well surely, -omlyeitecnic 
new quota were given to the existing shareholders 
prorated. 

MR, RATCLIFFE: If that were done, there 
would be no change. 

THE CHAIRMAN: Otherwise there might 
very well besa change? 

MR. RATCLIFFE: We would envisage Canadians 
Peltinp tme.efler, of ali of 10. 

THE CHAIRMAN: Have you envisaged the 
formation of a voting trust? Would you think such a 
trust desirable? 

MR, RATCLIFFE: .I. donit. think.«so. 

THE CHAIRMAN: Would you feel that control 
Should be ensured to Canada for such a development? 

MR, RATCLIFFE: I feel that, but I don't 
see that it. should be done by a voting trust. 

THE CHAIRMAN: What way do you think 


might be a better way? 


if aie 5 Cost ea Sasi ad 


TOE TY, 
se Sa 
Su Cisentd € 


itey a to neliaict gs 


ws [dex taal aad © i 


7 lg ee Torre. oe et 
es rs a i . 92>. L ive Aa hed od AR: . AP. 


' as =.= ey ‘A . he = ei 
Lonazace add Loe coy Bia - sAAMALARO ge 
Ee in - 2 ee ees ol ; 7 


a 


foNO 3 . " a 
2 un OGNs 405 Tt 2 2 ett s ae . Sd, Be ry ie) fg *: besagaah ae » ¥ 


> WwW 


npr 


7 * 
2 ow si 


ANGUS, STONEHOUSE & CO, LTD. ybbe 
TORONTO, ONTARIO 


MR, RATCLIFFE: I think, normally, share- 
holders prefer to hold their own shares. 

THE CHAIRMAN: That may be true, but it 
might not have the same result in the end. 

MR, RATCLIFFE: Right. I wouldn't say 
that the formation of a voting trust would be an 
insuperable obstacle to financing, but I would 
think it would be more easily accomplished without 
chee 

THE CHAIRMAN: You would not think the 
imposition of 4 voting trust would deter or make 
the financing impossible? 

MR. RATCLIFFE: Oh, no. 

THE CHAIRMAN: And yet you swould concede 
Chav Lb mMignt be desirable? 

MR. RATCLIFFE: I merely say that, generally 
speaking, there is a better market for shares which 
carry voting rights. 

THE CHATRMAN: ‘Thank you, Me. Frawley, 

MR BRAWLEY: Mr, Ratcliffe, you said 
that you would think that there would be no greater 
United States control over the new pipeline than 
there is of the present pipeline of Interprovincial? 

MR, RATCLIFFE: I would think not. 

MR. FRAWLEY: At the moment there is a 
23% of Interprovincial controlled by the Standard 
Oil Company of New Jersey, and would you think 


there should be no greater United States control 
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over the company? 

MR. RATCLIFFE: That is through Imperial's 
holdings of the common. 

MR, FRAWLEY: Yes, but I am just taking 
what the Standard Oil Company of New Jersey says, 
SUSE. “AbOUG Us 

MR. RATCLIFFE: Sure. 

MR, FRAWLEY: And then there is 7.12% 
control of Interprovincial by British-American, and 
there is nothing on the record as to the extent that 
British-American is controlled by Gulf O11 Corpora- 
ELOns put GO the Extent tia. there is some control 
there that would have to be added to the 23% -- and 
I will not suggest that that might be -- but that 
figure is something a little more than 23%, and you 
would say. as a result of Interprovincial financing 
a pipeline to Montreal, there should be no greater 
United States control than that something more than 
23%? 

MR, RATCLIFFE: Correct, 

MR. FRAWLEY: Now, Mr. Ratcliffe, are you 
aware of the figure of refinery runs in the Montreal 
market, in 1957, for instance? 

MR, RATCLIFFE: Not. on refinery runs. I 
am aware of refinery capacity. 

MR. FRAWLEY: What is the refinery capacity? 

MR. RATCLIFFE: About 250,000 barrels a 


day. 
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MR, FRAWLEY: That is the figure I have. 
So what you are suggesting is that the throughput 
agreement which you think would be necessary to 
finance the proposed pipeline would be in the order 
of 60% of the refining capacity? 

MAY RRATCOLERE: “Thay Ls “correcc, 

MR. FRAWLEY: And there would be no inter- 
ference with the remaining 40% that is now supplied 
by toreten colli’ That ls’as you envisage it, at the 
moment ? 

MR, RATCLIFFE: Yes. 

MR, FRAWLEY: You said the time required 
would be one year, and I must apologize, but I have 
not got that one year figure. That runs from what 
time to what time, in your opinion? 

May RATCLIFFE: The Unroushnuc Tivures 

MR, FRAWLEY: No; the one year time 
required to get, as Mr. Coates used to say, to 
get the show on the road. What is that time? 

MR. RATCLIFFE: Well, I suppose we could 
start talking from today. 

MR. FRAWLEY: If approval were granted, 
and when you say ‘approval" you mean approval by 
the Board of Transport Commissioners -- 

MAS RAVOLINGE: "Yes. 

MA. HRAWOMY:  ==Drom thao Cima... 

MR, RATCLIFFE: No, no. I am envisaging 


starting today to get that approval and to arrange 
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the necessary legal formalities and sale of secu- 
rities and everything else, that that could possibly 
be done, if there was no delay, no unusual delay 

in obtaining a franchise from the Board of Trans- 
port Commissioners. 

MR, FRAWLEY: So one year would elapse 
and how much would have to be added to that for 
the actual construction, or is the construction 
included in that one year? 

MR. RATCLIFIE I am not an expert on 
construction, but in view of what has taken place 
in the building of the other lines I would suggest 
this would probably be a two-year matter. 

MR, FRAWLEY: So it would be a year from 
now Until the contractors would be ready to go on 
the land, and then another year to build the pipe- 
line? 

MR sRAPCLIPEPE: No, two years. 

MR. PATTIULO: No, two years. 

THE CHAIRMAN: Two years. 

MR, FRAWLEY: So it could be three years 
from today? 

MA RATCLIBEE: I would be atraid so. 

MR. FRAWLEY: I just want to say this: 
financing of pipelines has been a pretty successful 
thing, hasn't it, recently, in Canada? 

MR. RATCLIFFE: Yes, it has. 


MR. FRAWLEY: Trans-Canada was a real 
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Success, 


success, 


SUCCESS. 


SUCCESS. 


MR. 


MR. 


MA. 


MR. 


MR, 


MR. 


RATCLIFFE: Trans-Canada was a real 


FRAWLEY: Interprovincial was a 


RAV CI: LE RHs Yes ¢ 


FRAWLEY: Alberta Gas Trunk was a 
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FRAWLEY: An extraordinary success. 
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MR. FRAWLEY: In fact, there is about 
$60 million that was turned back, probably, just 
waiting to get back into something, one might say. 

MR, RATCLIFFE: I do not know about that. 

MR. FRAWLEY: And was Trans Mountain a 
success? i-mean, the financing of 1t7 

MR. RATCLIFFE: Yes, DuUGenRoD se succesaltul 
recenvly. 

MR. FRAWLEY: Having in mind that the 
sort of natural bent of the Canadian people to buy 
pipeline securities, you would not anticipate any 
preat Girirculrty just as to that part of it? 

MR. RATCLIFFE: Lt do not anticipate any 
great difficulty. 

MA PAPTEULO: Tat 1S (ali, eee Raved arte, 
Mr.Johnston, I neglected to ask one question yesterday 
that I would like to ask now: take the location of 
the products pipeline from Montreal to Toronto vis- 
a-vis location of Interprovincial extension from 
parnia to Port. Credit. 

MR. JOHNSTON: Yes, Me. Pattillo, we cross 
that line in two places. 

Mn, PATTIRLO: So that if it was deemed 
advisable to hook up the two lines to make it one 
continuous line for either a temporary or long occa- 
sion, would there be any engineering difficulty in 
doing so? 


MR. JOHNSTON: NO, stirs the products dine 
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is very close to the end of our extension from Sarnia. 

MR. PATTILLO: About what period of time 
would you think would be required to do the necessary 
engineering work if a decision was reached to hook 
up the two? 

MR. JOHNSTON: From the standpoint of Inter- 
provincial, it would take no time at all. I would 
imagine, without knowing anything of the engineering 
features that might be involved, I would think pro- 
bably an addition of horsepower would be necessary 
which could possibly result in a small station being 
constructed at the point of connection. 

MRe PATO ILO. And from your experience, 
in time, how long; giving an outside estimate would 
you say 2 months, 3 months? 

MR. JOHNSTON: I would say it could be 
done in that time, yes, sir. 

THE CHAIRMAN: IL am not quite sure, Mr. 
Pattillo, whether you are directing your question to 
the movement of crude through the products line to 
Montreal. 

MR. PATTILLO: I think that will come along 
later when we have the other company who own this pro- 
ducts pipeline. I wanted to find out as to the 
location of the two. 

= 

THE CHAIRMAN: I thought yesterday Mr. 

Johnston, or one of the witnesses, made the statement 


to us it was not feasible or practical to move crude 
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in a products line or vice versa. 

MR. PATTILLO: As I understand that, you 
cannot batch products and crude. That is what you 
are talking about, Mr. Johnston? 

MR. JOHNSTON: Yes, I believe your ques- 
tion (wes tonothe possiblity of wunnineg both vcrude and 
products through the same line. What I believe Mr. 
Pattillo has in mind would be the reverse; Trans 
Northern line substituting from products to a crude 
line. It, of course, would require engineering on 
the part of Trans Northern, 

THE CHAIRMAN: Tat ciears it up: 

MR. COMMISSIONER HARDY: Mr. Chairman, I 
would like to make reference to what I think is an 
error in the transcript of yesterday; page 4416 in 
the testimony of Mr. Warterfield. He referred to 
cic lamily ,oOL Tour ‘curves used in rate base. “Ihe 
transcript reads "family of four curves hyperbolic 
in character". My recollection is that Mr. Warter- 
field called them parabolic in character. I suggest 
inac Tieteorrec ion bpenmade rbecausec$f heltack: ad 
hyperbolic was used, mathematically it would not 
make too much difference but it might throw some 
question on the value of Mr. Warterfield's evidence 
if he actually used that word rather than parabolic. 

MR. JOHNSTON: Parabolic is the correct 
term. We have seen his charts. 


MR. COMMISSIONER HARDY: Could we then 
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have that correction made, Mr. Chairman? 

THE CHAIRMAN: Certainly. 

Thank you, very much indeed, Mr. Ratcliffe 
fOr Gomis tous) This morning: and) belinemso nelprul. 

Thank you, again, Mr. Johnston, and all 
your colleagues for the submission you have given 


to the Commission and, as I said yesterday, it will 
be most helpful to us and you have all been most 
co-operative and we appreciate it. 

MA oOnNS LON: —Thankawou. very umuch, six 

MR. PATTILLO: Mr. Chairman, perhaps we 
might have a couple of minutes' break in order that 
the Sheil group may arrange themselves. 

THE CHATRMAN: We will have a five-minute 


break. 


---A short recess. 


THE CHAIRMAN: Gentlemen, we will now 
resume the hearing. Mr. Pattillo? 

MER PATTILULO: Thank you,. Mri Chairman. 
Mr. Chairman, we are now going to receive the sub- 
mission of the Shell O11 Company of Canada, Limited. 
Their brief has been filed with the Commission and 
IT am proposing that it be marked CC-e-1. 
---EXHIBIT NO, CC-2-1: Submission of Shell Oil 

Company of Canada, Limited. 
MR. PATTILLO: Mr. Chairman, Mr. Ash, the 


president of the company is here and I understand 
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he will introduce to the Commission the members of 
his group. 

THE CHAIRMAN: Mr. Ash? 

MR. ASH: Thank you, Mr. Chairman. 

On my left is Mr. Ross, vice-president and 
Greagsurens «and nNexve to him on myFiett- 1s "Mee Ritchie, 
Vice-president in charge of transportation of supplies. 
On my rlent 18 Me, Kartzke whois in charge Of explora- 

tion and discovery. Me. “ROSS 2s a°-Ganadian, Mr. 
Ritchie is a Canadian, I am a Canadian, and Mr. Kartzke 
ta on American citizen. 

May E read our submission at this point, sir? 


THE CHAIRMAN: NCha SLC. 
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Submission of 


SHELL OIL COMPANY OF CANADA, LIMITED 


APPEARANCES: 
Mr. W.M.V. Ash - Président 
MOS CREE VRC - Vice-president in charge of 
Transportation and Supplies 
Me. J JA. Ross -~ Vice-president and Trea- 
SuPer. 
Me, Pi. Shar vZke - Vice-president in Charge 


of Exploration. and Discovery 


MR. ASH: introductions The tollowing sub- 
Mission 16 made to the Royal Commission on Energy by 
shell Oil Company or Canada, Limited, a company incor- 
porazed under the laws. of Canada. Shell O11 Company of 
Canace. itm ted 18 a fulivy antegrated o1 1 company en-+ 
gaged in all phases of the oil business in Canada. Thus 
it 1s engaged in the exploration for, and production of, 
Olt end 2as, as well eas refining, transportation and 
sale and distribution of petroleum and petroleum pro- 
qucts, including the manufacture and sate of petro- 
chemicals... 

Shell Oil Company of Canada, Limited is 
owned 50 per cent by Canadian Shell Limited, an 
Ontario company, and 50 per cent by Shell Oil Company, 
a Delware corporation. Of the stock of Shell Oil 


Company 65.2% is owned by Canadian Shell Limited, 
and the balance by the public. Shell Oil Company of 
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Canada, Limited is therefore owned directly and in- 
directly to the extent of 82 se per cent by Canadian 
Shell Limited, a holding company which conducts no 
direct operations and which owns the major portion of 
the investments of the Shell Group of companies in 
the Western Hemisphere. 

SECTION 1:. O11 and Gas Exploration and 
Pregqucui on: pelts Position in the Indwstry: 

Shell commenced exploration for oil and gas 
in Alberta in 1941 and has since that time conducted 
an untvensive exploration and production program in 
Western Canada. 

At the present time our Company has proved 
reserves in Western Canada of 93 million barrels of 
TmMmderoLus Whicnkisrapproximately G per Cent or cova 
peowedsceude Gr lireserves, “as caiculated = by the 
Canadian Petroleum Association. Our’ 1957 production 
of crude oi1, amounting to 4.7 million barrels, was 
2.6 per cent of total Western Canada production. 

Our position in respect to reserves and pro- 
duction of natural gas is, however, of a different 
order... 1lovals production or, sadeableveas inv Alberta 
during 1957 was 136 billion cubic feet. OF hin Sy 
our Company sold 17.6 billion cubic feet, or 13 per 
cent. Our proved reserves of natural gas in Alberta 
abate. eruvor O57 -sotalicdr ie trilidon*cubie feet, 
or approximately { per cent of total proved re- 


serves in Alberta as estimated by the Canadian 
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Petroleum Association. 

We have observed with interest the proceedings 
of your Commission. There seem to be few areas of the 
exploration and production phase of the o11 and gas 
industry that have not been discussed. We have had 
some difficulty in deciding what aspects of our opera- 
tions or of the problems of the exploration and produc- 
tion phase of the industry would be of interest and 
benefit to your Commission. 

We do not wish to impose upon the Commission 
by submitting information which may have already been 
adequately presented. It has occurred to us that we 
might make some useful contribution to your considera- 
tion oOfrproblemserslating to oll Vand natural gas py 
discussing the extent to which we would expect hydro- 
carbons will be found in Western Canada and then some 
of the matters relative to the finding and develop- 
ment of reserves of natural gas. 

IIT. HYDROCARBON -- GENERATING CAPABILITY OF 
THE WESTERN CANADA SEDIMENTARY BASIN: 

(1) Introduction: We would like to dis- 
cuss, Glivithe first instance, cour ideas tontnow much 
Oil and gas could have been generated in the Western 
Canada sedimentary basin. 

In a later section we shall make an esti- 
mater en ithe possible recoverable Mepernvesvol of] and 
gas which may be available to us in the basin. ‘This 
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generated. 

Any such calculations must start with an 
estimate of the volume of sedimentary rocks in the 
basin. 

(2) Calculation of Volume of Sediment: 
Basicailly,. this is?a simple problem in geometry... The 
factors which cause one estimate to differ from another 
are: 

(i) Estimation of depth of basement in areas where 


no boreholes have penetrated the full sedimentary 


column. 
faa) Assessment of what areas to include in 
regions which are unexplored, In parts of the 


Cordiijdere. and in. parts of the Yukon. and North- 
west Territories, the rocks have been subjected 
Lo much heat and pressure that. we Dedieve jany 
oll in them would have been driven out. ‘There 
is some difference of opinion, however, as to 
where the boundary between normal and altered 
sediments should be drawn. We have decided which 
areas to include in our calculations on the 
basis of a reconnaissance examination of these 
mocks. 

ial ie} Arbitrary limitation of basin volumes 
by eliminating the basin margin or all rocks 
below a certain depth. We have imposed no 

such limitation because 


(a) the basin margins make up a negligible 
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volume, and 

(bo) technological advances constantly lower 

the depth to which drilling operations may 

be Conducrved. 

The extent of the Western Canada sedimentary 
basin is shown on Exhibit 1. The commonest method of 
calculating sedimentary volume is to divide the surface 
of the basin into measured areas of constant average 
thickness and multiply out. ‘This is the method we have 
employed in the Northwest Territories. (See Exhibit 2 
of the original brief). But, in the Plains, we varied 
this method to give an independent check on the pub- 
lished Canadian Petroleum Association figures by 
dividing the area into three parallel strips, through 
which ran the 50th, 54th and 53th parallels of latti- 
Tode:. A peotoeic profile was constructed along each 
of these parallels and its cross-sectional area 
calculated. (See Exhibit 3 of the original brief. ) 

The volume was found by multiplying the cross-sectional 
area by theowidth of the strip. 

The results of our calculations are summar- 
ized in Table I. The total sedimentary volume for 
the normal sediments of the Western Canada spo Cac 
Basin Tsu tieured at’ just. over one million cubic miles, 
Our estimates are rather higher than those submit- 
ted to the Commission by other witnesses but this 
is chiefly due to the inclusion of wider areas of 


the relatively unexplored northern territories. 
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ike RGctaaN 
Area Volume of Sedi- 
ments in Cubic 
Miles 

Manitoba and Saskatchewan plains ..... 169 ,800 
Alberta and British Columbia plains... 404,000 
(SPENCE is ake Vo) ye an ofc We a aaa ener ay RF ERO? 47 ,500 
Peet eC olumbe toleded pelt 6) cei ein 54,000 
MGMIAWOS tale rrLEOVICS. . keds sd ercd ace dece E42 ,600 
AROS aan aw aevanaaceoiaake Jane cul aise an ect aaa ae 142,100 
sos wr LENE ner ae 1,060,000 


(3) Calculation of Oil Generating Capability: 
iy mound Tt eures, then, we have one million cubic miles 
Of scoiment.. Our next.task 15 to find its oli - 
generating capability. Our calculations of this fac- 
tor were based on a study of the published work of 
John M. Hunt and George W. Jamieson ("Oil and Organic 
Matter in Source Rocks of Petroleum", Bulletin, of the 
American Association of Petroleum Geologists, Vol. 40, 
No. 3 (March, 1956), pp. 477-488.) of the Carter 
Research Laboratory. Hunt and Jamieson took as a 
case history the Frontier formation in the Powder 
River basin of Wyoming. The authors write "It is 
fairly uniform in thickness, and contains about 
900 feet of shale and about 200 feet of sand in the 
form of sand lenses distributed throughout the 
formation. .since the sand bodies are completely 


surrounded by shale, it is probable that. the oil in 
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the Wall Creek sands is Frontier in origin. The parti- 
ular area studies . . . comprised about 800 square 

miies, including ail the major Frontier oil pools in 
his basin", 

The above data show that there is about 460 
million acre-feet of Frontier shale present in the 
Powder River basin. 

They calculate the hydrocarbons in the sands 
Ween the Hronvier’ formation. “ILS rT ieuree nog monly 
includes the oil in the pools, but also an estimate 
of-oil in ‘the sands between the pools, which is unlikely 
Lo be’ much more than one billion barreis. The’ total 
of all this reservoired hydrocarbon is about 2 1/2 
Matilion parrere = 7*.% This figure refers, of course, 
toro ity piace, NOUevO Pecoverabile oll, 

By dividing this oil volume by the volume 
of shale, we can see that each acre-foot of shale has 
Ted an average of Just over 5 ‘barrels or oil into the 
Frontier sandstone reservoir. 

These authors also chemically analyzed 
Prorvier shale and a number of other shales of ditifer- 
ent types to find out how much hydrocarbon was still 
left in the shale. Analysis of the Frontier gave a 
residual oil content of 6.4 barrels per acre-foot; 
some of the other shales yielded more, and others 
less; O1t per unit volume. 

We believe that the amount of residual oil 


ima snale isa pretty fair indication of 1ts ofl- 
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generating capability and, thus, under equivalent 
conditions of temperature, pressure and time, of the 
relative volume of oil that it has given up to the 
reservoir. 

In Hunt and Jamieson's study of the Frontier, 
the ratio of reservoir oil to residual oil was 5 .42:6.4 
er °0 05:2). We have assumed for the purposes of wis 
study that this ratio applies to all shales which have 
not been subjected to abnormal compressive stress. 

In order to extend this study to Western 
Canada, we had to match our formations as closely as 
possible to the formations which Hunt and Jamieson 
had analyzed. 

The Colorado shales of the Canadian Upper 
Cretaceous are of the same age and rock type as the 
Frontier and may be assumed to have similar oil- 
generating capability. The Mississippian Banff for- 
mation of Canada was, fortunately, one of the forma- 
tions which the authors analyzed. For the other for- 
mations in Canada, we chose the nearest analogue we 
eouigd Tand in unt and Jamieson's work based on our 
knowledge of the rock types. In the first column of 
Table II are the main oil-generating formations which 
we used in our study; in the second column are the 
analogues which we chose from the work of Hunt and 
Jamieson; in the third column are these authors! 
analyses of residual hydrocarbon; and in the last 


colum is our estimate of the oil these sediments 


mr 
bes ented settee 2 | 


; th 
ii 


ee ee pLEsbaco 


. is ov avitelsr 


* 


en \'ra 7 a. 
7 ¥en Sos's } 


Ae: cxeh NBR WUC a boow 


Burney 


7 
: a i eal " o i Mis far! ata iti 
Wy i ¥ ip. 


¥ Yor ~~ ! pia 


Peel aml 02 Ot ep 


{ 


1 5 cease i naman: 6 nat 


nN f } 


mae hers! 


LA6O 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


have given up to the reservoir ~~ arrived at by 


oO = a ae Q s a Hs 
multiplying column 3 by the factor of 0.95 discussed 
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Table IT 

Bbls/Acre-Ft. 

of Hydrocarbon 

Remaining in hg! 

source Formation Analogue Source Rock Reservoi 
Lea Park-Colorado....Frontier 6.4 BAe 
TT Oe l alee vlaeci coco er vac Springer (Black) 8.0 oat ee 
ich @ hile se haar ere Yar Lhe Pee ge Banff 22.0 Lor 63 
Upper Woodbend....... Beekmantown ee e.0e 
Lower Woodbend - 
Beavernhnill Lake....Phosphoria De aL 

Cont atie . ose wee poe are Beekmantown sae Lae 


Ideally, one should next calculate the volume 
of each type of shale over the entire sedimentary basin. 
But our knowledge 1s not yet sufficient for this, nor 
would the amount of labour involved be justified by 
the expected gain in accuracy. 

What we have done is to make a detailed 
study of a sample block of sediment located in the 
geographic center of Alberta (we disregarded all shales 
buried under less than 3,000 feet of overburden because 
the oil may not have been expressed from these). The 
results of this study were then averaged over the whole 
basin. The block comprised a volume of sediment equal 
to about one percent of the total volume in the basin. 
The rocks in it are probably a fair sample of the 
rocks in the whole basin, being richer in source-rock 
possibilities than those of Saskatchewan but perhaps 
poorer than those of the MacKenzie Basin in the 


Northwest Territories. 
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Our calculations for the oil generated in 
the sampl.e block are shown in Table III. We estimate 
that the shales in this block may have given up nearly 
40 billion barrels of oil to the associated reservoirs. 

Taore PLT 
Calculation of oil generated in sample block 
Area 3,960 square miles 


Average sedimentary thickness 11,162 feet - 2.114 miles 


Sedimentary volume Cao lLecubie mites 


source Hormevion Thickness here-Feet 
Lea Parke, fee. 2 eos 900 2, 260,960 7000 
Fernie.,..... reves 100 253,440,000 
(aie hg) ha ee are 30 836, 352,000 
Upper Woodbend..... 600 1, 520; 6407000 
Lower Woodbend - 
Beaverhill Lake 300 760; 320,000 
orn er att tn ced aie ss Ns 200 506, 880, 000 
Reservoir 
Reservoir Ga Fie} 
O21 uper Millions 
Source Formation Acre-Foot of Barrels 
Ofc ae a a ee Ae 12,363 
OOS mehr hs re ae a Pa! Ri hs 
hg ip ae a eee , 18.63 15,581 
Upper Woodbend.....« LO hae 
Lower Woodbend - 
Beaverhill Lake... Or 7,079 
Sanpete). ocansi dees $02 Oke 
Total 38,806 


Finally, assuming that our samole block is 


a fair sample of the Western Canada sedimentary basin 
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as a whole, we conclude that all the sediments in 
the basin should together be capable of delivering 
42 trillion barrels of oil into the associated reser- 
WOOIS 
Table IV 
Calculation of oil in Western Canada Sedi- 
mentary Basin by extra-polating from sample block 


Total volume of sediments (rounded 
RUSTE GOO Ie eae 0 ee Ee Te an .1,000,000 cubic miles 


Volume of sediments in sample block 8,371 cubic miles 


Volume of reservoir oil generated in 


sample block... Pblis ar eie Me weat sre aka tan 38,806 million barrels 


Volume of reservoir oil generated 
ie total basin 


1,000,000 x 38,006 = 4,636 billion barrels 

secypl 
iIgawrOossi be Recoverable Reserves) or the Western 
Canadian Basin: The foregoing approach has attempted 
to demonstrate by geo-chemical reasoning, how much 
oil has been generated in the Western Canadian sedi- 
mentary basin. We would now like to show on the 
basis of analogy with a neighbouring sedimentary area, 
how much of this oil might be found and recovered by 
the oid, industry, 

Some idea as to the quantity of undiscovered 
reserves may be gained by an understanding of the 
geological conditions which control their occurrence. 
In areas of similar geological history, the unexplored 


regions may reasonably be expected to contain an 
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amount of petroleum per unit volume of sediments com- 
parable to what has been found in the sediments of 
the explored regions, 

We observe that the Western Canadian sedi- 
mentary basin is a northwesterly extension of the 
Interior Plains of the United States with similar 
rock formations and geological history. The United 
States portion of this vast area has been densely 
explored and a substantial portion of the possible 
ultimate has been discovered. 

The proved virgin reserves (virgin reserves 
are defined as the sum of cumulative production and 
proved recoverable reserves) of the United States 
are estimated by the American Petroleum Institute to 
be 94 billion barrels’ as of January 1, 1958. ‘The 
volume of effective sediments of the United States 
has teen waloulatediby sia G. Weeks (Alcé. Shae. 
Bulletin, Vol. 34, No. 10) and others to be two million 
cubic miles. The proved oil reserves per cubic mile 
of sediments are, therefore, 47,000 barrels. Apply- 
Mei. f) ractor (tore onermirilionscubic miles of 
sediments we estimate to be in Western Canada, gives 
us a possible ultimate recovery of approximately 50 
Pitlionsbarrels: 

Up to the end of 1957/7, the industry has 
found in Western Canada more than 6,000 cubic feet 
Of gas for every barrel of crude oil. We shave reason 


to believe that this ratio will increase in the future 
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with increasing direct exploration for gas (e.g. in 
the United States. the ratio increased. from. 4,700 
ecubie feet per barrel of oi11 in 1950 to an average 

of about 8,000 cubic feet per barrel of oil for the 
last 3 years). Applying the low ratio of 6,000 cubic 
feet per barrel, Western Canada's ultimate gas re- 
serves would be 300 trillion cubic feet. 

We thus endorse the estimates of the 
Canadian Petroleum Association. However, we have 
based our estimates on the already proved reserves 
of the United States and as exploration continues, 
further large additions to reserves may be expected 
to be found there. Therefore, we should stress that 
we regard our estimates for Western Canada as minimum 
values. 

Our estimate of. 50 billion barrels plus that 
of the Athabasca reserves of 200 billion barrels, is 
apparently only 5 per cent of the generative capa- 
bility of the basin. These figures give us a feeling 
Or confidence that our réserve estimates: are well 
Within the right order of magnitude. 

iV. Shell's Comments on Conservation Board Gas 
Reserve Estimates: We list below a comparison of 

the Conservation Board's estimate and Shell's estim- 
ALES Of our own gas reserves. Since Shell's reserves, 
as such, are not given by the Conservation Board we 
have taken the liberty of assessing our share of the 


reserves from the individual field totals. The 


ie deteed op ray yaw snk: ods 


005 9 by QAM wie aay ia woh Caney € tes! 


rae r 
ao). ona 8 RLS AR @' SOAS preslest ~fsvisd LQ tev" | 
, 7 v pen i | ’ 
Jjaek otdhee sodiiisd COE ed .piaow savyea 1 
es ; Fai Telnet . 
“4 on qeieRittee. Bet ma hate amy si maa | 
{ aly ester al aaah lal mie Lov taF Aspe 
* bas vee eekae s Us athe ieee Se 
SING NEST, WEN SUG: Yerba: gah co petals tro) psedd 
EM Oe mer hee | tnparecr ane at aD Reg cas 
aucubiauja. isin Slee, BR are estss® badtav’ ong toll 7 
iss ye “ : ; ; | a 
ry yl YR ORS Ee: od evo tbh Saxe L coh A 
o oe La ed hes moe eens mes . ‘ 
Pee ee we eS : a . a iy of , 
ord a) Sdgtoulin. Gs EOE: reqend? baveT ed ot” ¥. 
eanath, pen 7 q : 
art e ¢d shane. neces teL aoe Doe TE lis abla ; q 
PECAN 7 Labs a nhs Ary eek ' i 


Fiat 6 be 
eal | 
tly gy. ease itl LE Ae Oee ae aan neler - : 
eh Moh Eh COS Ve Careeees sxaniel's ode? 
-—A7a0 antisuorey.-en> De Tien: aqua Sp iote ig SG ryate ee 

: ane emer n ware ed : é 
ieo'tt.e au. ae ke bansigl) Saat ee Sie Tie WTS 


PPR ee ny 
2 pod auittad:. evieesy awed sie siasiiainal | 


VO LOG SRI Nonee edt sas pr caf 
Lee. 2! Lee tthe, esassistes apt be som 
ho aia 


ANGUS, STONEHOUSE & CO. LTD. HUGG 
TORONTO, ONTARIO 


Conservation Board estimates are believed to be 
roughly equivalent to proved reserves (calculated 
by American Gas Association Rules) plus 50% of the 
probable reserves and we have used the same weight- 
ing for our own, estimates. 
Tao Le. V 
ohell's Non-Associated Gas Reserves 


Proved plus 50% Probable) 


Conser- hell's Per- Shell's Reserves 
vation centage of CONSErv, Shell's 
Board Field Board own 
Field Total nO Ged Estimate Estimate 
Field Estimate 
Carbon 203 30% 61 Bef 90 Be 
Crossfield 150 70% 105 195 
Homeglen-~ 
Rimbey ee 10% fee as 
Jumping Pound 518 100% 5138 580 
Okotoks 135 15% of 78% 16 7 
Olds 60 100% 60 258 
Sarcee 150 SHS 126 215 
Waterton 700 70% HOO 590 
Whitelaw 68 50% 344 344 
LASy 2092 


The difference between the two estimates 
is in the amount assigned to probable reserves. Pro- 
bable reserves are reserves that have not been proved 
by drilling but are based on geological or geophysical 
data and interpretations which are not common knowledge 


in the industry. It has been our experience that a 
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prudent evaluator will always make a low estimate of 
probable reserves ifhe lacks the necessary information 
and we believe that the low estimates of the Conserva- 
tion Board.substantiate this experience. We have con- 
cluded, on the basis of fields in which Shell operates, 
that the Conservation Board figures are low and that, 
when the presently known fields in the Province have 
been more clearly defined by drilling, their reserves 
will be substantially higher than the Board now 
estimates. 

VY. ohell's Views on Growth of Gas Reserves in 
Foothills Belt: In Western Canada, the discovery of 
most of the gas reserves has been incidental to the 
Search Of G1) and, hence, it is difiiculvy to predict 
poe increase in gas reserves if the industry put 

forth a concerted effort towards exploration for gas 
as such. 

Numerous other briefs have been presented to 
the Commission showing the growth trend of gas re- 
serves for the Western Canada sedimentary basin as 
a whole. We would like to present the results of 
our study of an aréa in which we are mosvt active, 
namely the Foothills Belt of Alberta (see Exhibit 4). 
This belt contains 2 per cent of the total area and 
4.5 per cent of the total sediments of Western Canadian 
basin, 

Four of the nine gas discoveries made in the 


Foothills Belt since 1944 are presently in various 
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stages of field development. (Jumping Pound, Pincher 
Creek, Savanna Creek, Waterton). After the drilling 
of each discovery well, the Conservation Board credited 
to the discovery, the reserves underlying some 1,000 
acres. This set the total reserves of the four fields 
ao 300 pilijon “eubie Teet- initially. The ultimate 
recovery of these fields is now carried by the Board 
at 3,500 billion cubic feet as a result of the devel- 
opment to date; therefore, it is readily apparent that 
development has increased the credited reserves to more 
Paw Len times tne anitial estimate. 

The remaining five discoveries (Sarcee, 
Chinook Ridge, Mountain Park, Stolberg, Lovett River) 
are credited with reserves of 270 billion cubic feet, 
based on about 1,000 acres per discovery. By analogy, 
it 1s suggested that the ultimate recovery of the re- 
Sultiane tive fields might be in excess of 2,/00 billion 
cubic feet and, thus the ultimate recovery of all 
nine fields should be 6,200 billion cubic feet instead 
of 3,900 billion cubic feet as estimated by the Con 
servation Board, an increase of about 60 percent. 

In the Foothills Belt of Alberta, between 
1944 and the end of last year, 46 deep wildcats have 
been drilled resulting in the nine discoveries men- 
tioned above. We have plotted the cumulative 
additions to reserves versus the cumulative number of 
deep wildeats on a graph (Exhibit 5) to determine if a 


trend can be recognized and, in this area, it would 
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appear that, on the average, at least 125 billion cubic 
feet of gas have been discovered for each wildcat 
drilled. In preparing the graph, we have used the 
Conservation Board estimate of 3,500 billion cubic 

feet for the four partly-developed fields but, ten 
times the discovery well reserves or 2,700 billion 
cubic feet, for the five additional discoveries. 

On the basis of the number of tests already 
completed or drilling this year, we estimate that. at 
least 15 wildcats will be completed during 1958. If 
the incentive is provided to continue even this mod- 
erate rate of drilling, we expect that at least 1,800 
Dbiliion cubic feet of gas will be added to the Yoothilis 
reserves each year. The first 1958 discovery (Panther 
River) has already added substantial amounts. 

What we have tried to show in the Foothills 
Belt is that the reserves discovered are proportional 
to the number of wildcats drilled following reasonable 
exploration techniques. Naturally, the number of 
wildeats drilled depends on incentive. It is inter- 
esting to observe that the industry, provided with 
the impetus of an additional market, starting deliver- 
ies, say, at the end of 1961, may well have reserves 
O21 5,000 Di Liteon cubpie Test. in. the, Poothiitis Bete 
alone, an increase of 9,100 billion cubic feet over the 
present Conservation Board estimates by the time sales 
might start. 


We wish to point out that most of the reserves 
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in this area have so far been found in Mississippian 
rocks and in structures apparent from surface geology 
although usually the presence of structure has been 
verified by geophysical means. We can see enough 
structures of this type alone to keep the industry 
busy wildcatting, at the rate we predict, through 
WOOLY “Er incentive convinues, we belteve that many 
buried structures, not apparent at the surface, will 
be found by geophysical methods. Furthermore, our 
recent discovery of gas in the Devonian Tormation 
at Panther River opens up possibilities of reserves 
in a new zone in all structures where this formation 
has not been vested. 
Ve Ine en ie vo mor rep oravaOnm: © l. We discuss below 
our ideas of the incentive motivating Shell to ex- 
plore for oil and gas reserves in Western Canada. We 
Wille ptver SIrstiy, a Drier outline of tne eas posi - 
Cre Oc our explovrarion and prodvertiom acvivivies 
DFlUSsTravine the ancentive *for’exploration for oil 
and gas combined and, secondly, using our Jumping 
Pound-Tield as an example, the incentive for gas alone. 
Table VI is a cash flow statement of Shell's 
exploration and production activities. We have shown 
Simply the total money spent and the income received 
during the period 1949-1957 and the expense and in- 


come during the year 1957. 
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Table VI 
Cash Flow Statement 


(Thousands of Dollars) 


Accumulative 
AC oud 1949-1957 
Income from oil and gas after 
royalty 12,636 > pelt 
Expenditures: 
Production operations abe aes) ne, SOT 
Administration, Services, etc. 4,138 Oe LOT 
Exploration & Development 
Capital 26,470 164, 688 
Total 34,766 201,792 
Deficit eae. 30 LO7,975 


The above figures take no account of the interest 
cost of obtaining these moneys. 

Over the past eight years, we have had 
to make up an average of $20 million dollars in cash 
2s year and have accumulated a total deficit of 
$168 million. During 1957, our operating income, 
after production expenses, was about $8.5 million and 
if we had ceased all investment at the end of 1957 
iCal takereo Wrears Pabrthis. rate of “income, ilo 
pay back the deficit. In the above figures, it will 
be noted that nothing has been included for the cost 
of unreturned capital and, therefore, the 20-year 
payout inferred is the shortest that could possibly 
be considered. 

Our reserves of oil at the end of 1957 were 


93 million barrels which would last approximately 20 
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years if we could continue the 1957 production at 

a constant rate. Our reserves at Jumping Pound 
(which is the only gas field out of which we are 
producing any substantial amount of gas) also are 
sufficient to produce the field for approximately 

20 years lat ithe: L957 productionerate.. frem.the above, 
it is obvious then that if we could produce oil at 
the 1957 rate and gas from Jumping Pound at the 195/ 
rate for a period of 2O years, we would just get 
back the capital we have expended, again allowing 
noting iorPethescos htet “the sourstanding capital, 
Further; it pfollows that any profit we, expect to 
make will have to come from future discoveries of 
olb sand gas on’from thessale.of gas from fields al- 
ready discovered but for which we have as yet no 
market. 

We have attempted to show that Shell has 
risked a large capital investment in Canada and we 
believe from the figures given it is self evident 
that we have taken a very long-range view of this 
investment and we are prepared to accept a very 
slow return on our money. The fact that we are con- 
tinuing to invest demonstrates that we believe we 
can find o11 and gas reserves in Western Canada and 
that markets for our production will become available. 

Imcenbive sto, Devel oprGaay Reserves: The 
oil and gas industry can do the drilling necessary 


to establish the proven reserves of gas required. 
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We will try to illustrate that the industry 
cannot, in its good judgment, continue to make the 
required substantial expenditures without proper 
incentive and that such incentive must be greater 
than what is presently available to the supplier 
of foothills gas to the utilities of Alberta. 

We have used the history of our Jumping 
Pound gas project as an example of how little in- 
centive there is for gas. producers under the condi- 
tions of limited markets and non-competitive prices. 

The Jumping Pound field was the first 
non-associated gas field in Canada to be developed 
the sour gas production treated in a modern plant 
andes residue dry cas Sold\.to a Localsutiiiuy, It 
is one of the main sources of supply for the Canadian 
Western Natural Gas Company Limited for the City of 
Calgary and the Banff line which serves the City of 
je Soh gO isle 

During the period from 1941-1947 Shell drilled 
seven wildcat wells in Southern Alberta, Of these 
none discovered oil and only one found gas production, 
the latter being Jumping Pound Unit No. 1, the dis- 
covery well in the Jumping Pound field. 

Production at Jumping Pound is from the 
Turner Valley formation of Mississippian limestone, 
the wells being drilled to a depth of approximately 
10,000 feet at costs exceeding $250,000.00 each. 

In 1945 the Jumping Pound Unit was formed 
by agreement between Shell, the Province of Alberta, 


freehold lessors and royalty owners. This agreement 
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provided for the orderly development of the field. 

By 1947, four wells had been drilled, of 
which two were abandoned. In 1947 drilling was dis- 
continued because there was no market for the gas, 
but in 1950 by reason of an increase in gas require- 
ments in Southern Alberta, Shell was able to contract 
with Canadian Western Natural Gas Company Limited for 
the delivery of Jumping Pound gas. 

Between 1950 and 1954 Shell drilled ten 
more wells, one of which was not commercial and was 
taver abandoned, dhe driitling confirmed the exisc— 
ence of a complex geologicai structure and established 
the field as being some twelve miles in length and 
averaging about one mile in width. 

A gas processing plant was completed and 
placed on stream in the spring of 1951 delivering 
Sweet gas to Canadian Western. This initial plant 
Wate 146.8 Capaciiy oi 25) midizon cubic teeu per 
day was expanded in stages to 35, to 60, and finally 
in 1957 to 90 million cubic feet per day of merchant- 
able gas. The contracted average daily sales volume 
of the plant at its present rated capacity of 90 
million cubic feet per day is expected to be approxi- 
mately 60 million cubic feet per day. 

The contract with the utility company is 
for a period of ten years, commencing May, 1951, and 
provides for a price of 10-3/4 cents per M.C.F. at 


the tailgate of the plant. 
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The plant process includes removal of liquid 
hydrocarbons, hydrogen sulphide, carbon dioxide and 
water vapor. The liquid hydrocarbons are recovered 
and sold, the hydrogen sulphide is manufactured into 
elemental sulphur and sold, and the carbon dioxide 
and water are removed and vented. 

The attached Exhibit 6 shows the above 
mentioned trend of plant development by years, in- 
dicating the difference between contracted sales 
volume and the plant capacity required to handle a 
40 per cent,.load factor. With noemore than the local 
market available at any time the plant had to be in- 
stalled in this stepwise manner. This resulted in 
greater expense than under the normal conditions 
where an adequate market exists and major construc- 
tion can be completed as one job. 

Penioit, 7 Turther illustrates the eftec, 
of load factor on operations on a monthly basis with 
deliveries during some months being as low as 25 per 
cent of the plant's capacity. 

These charts illustrate the effective plant 
capacity that must be held in readiness to meet peak 
demands. We stress this condition of load factor as 
it 1s most important in the economics of a plant 
where facilities, material and labor must always be 
provided for capacities well in excess of contracted 
average daily sales volumes. 


At present the cumulative investment in the 
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plant and field facilities alone has reached $12 
million. The return of this investment is still 
many years away because of the low load factor for 
the reserve and the low price available in a restricted 
market which exists even today in the absence of any 
major outlet in the foothills area. The following 
cash flow statement illustrates the actual position 
ofitherJumping Pound, gas production and processing 
Dro ect Under Ceti iabove vcondicions. 
Table VII 

Cash Flow Statement - Jumping Pound Plant and Field 

Accumulative 1941 - 1957 


(Thousands of Dollars) 
Including Excluding 


Finding Finding 
Costs Costs 
Income after Royalty $11,509 $11,509 
Expenditures: 
Production Operations 3,949 3,949 
Administration, Overhead, Sundry 37 ibe sia ange 
Exploration te gs ~ 
Capital Expenditures 
(Development wells, 
plant and land) 12,239 12,239 
Total $23,516 517,902 
Deficit S12, 307 $ 6,393 
Interest on Outstanding 
Capital © 53% Polar Giusy nce 


Deficit including interest charges $19,610 $ 9,575 
On the basis of our experience to date, 


and looking into the future and assuming (1) that 
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the same gas prices will exist (although we hope that 
they will be imoroved), and (2) that the same costs 
of developing gas fields and building gas treating 
facilities will prevail (although we expect them to 
continue to go up), and (3) that we credit our out- 
standing capital at 53% interest we might look at 

the project about like this: 

Inclugi neg Tinding costs end using the principl 
tine Tie Tivso collar in is the last doliar our, the 
first dollar would be the one spent in the first wild- 
cat well drilled by Shell in Alberta. This dollar 
Would. Tow be returned wntil 1973, or 32 wears later, 
buy because 1% 2s dirtiicult to allocate finding. costs, 
let us exclude them and assume that the first dollar 
spent was for the discovery well at Jumping Pound. 
Under the conditions which have existed and which now 
extec. this collar would nop be. paid “back wnt! 1963, 


or about 20 years after spending. 
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Knowing what we do about slow market 
build-up, costs and the low prices for gas, we 
feel that under the conditions which have existed 
the Jumping Pound project was a poor investment. 
Consequently we feel that if those conditions were 
to continue it would be impossible for us to 
recommend that substantial expenditures be incurred 
in the search for and development of natural gas 
reserves in the foothills of Western Canada. 

We are confident of our ability to find 
substantial reserves of gas and we are presently 
optimistic about improved conditions for gas ex- 
ploration, market volumes, load factors and prices. 
Spioula 1G transpire that this optimism 1s, nov 
justified, we would have to give serious considera- 
tion to the advisability of revising our explora- 
tion plans, 

Importance of Production Rate: The im- 
portance of production rate on the economicsof a 
plant like Jumping Pound prompts us to comment on 
the so-called 30-year rolling supply which has 
been discussed at these hearings. 

We wish to point out that such a require- 
ment is much more stringent than it may first appear. 
When considered along with “our own and the industry's 
calculation of the gas prospects of Western Canada 
it does not help but rather serves to aggravate 


the poor incentive conditions summarized earlier. 
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Most forecasters estimate that the needs 
of Canada will triple in the next 30 years. It is 
not difficult to see that the reserves which must 
be set aside to take care of these needs on a 
30-year rolling supply basis will represent a gas 
volume equivalent to 60 years supply at the initial 
rate. When we consider what the position will be, say, 
10 years after sales start, we are certain that the 
requirements for the following 30 years will also be 
equivalent to 60 years at the then prevailing rate. 
In fact, at any moment the 30-year rolling supply 
calls for reserves equivalent to 60 years supply 
at, the then current rate, 

Furthermore, as additional fields are set 
aside to meet future requirements it would be 
reasonable to expect these fields to be connected 
to the transmission systems so that the operators 
can obtain some return. The concept of a 30-year 
rolling supply thus means that each field will 
Produce sOvenas lait erot 60 years. From the stand- 
point of the life of wells and plants and profit- 
ability, this would be completely unrealistic. We 
therefore suggest that the Commission consider a 
policy by which the life of a field would be fixed at 
a realistic period based on sound engineering and 
economic considerations. 

VII. SUMMARY. Shell's views in summary 
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The sedimentary basin 


f| 
i! 
unit 


of Western Canada 


hashad an enormous capacity for the generation of 


hydrocarbons. 
There remain in Western Canada from this 

generating process, tremendous quantities of recov- 

erable oil and gas. 


The published estimates of the reserves 


of oil and gas are for the most part substantially 


lower than is justified. 


The growth of reserves of natural gas de- 
pends directly on the amount of exploration which 


is conducted. The relative magnitude of such growth 


is illustrated by our experience in a section of the 


Foothills Belt of Alberta. 


The extent of any exploration effort will 


depend entirely on the incentive to explore. In our 


owncase the overall incentive present in the past has 


resulted in our taking a very long-range view of 
Pro, Ltaplisty. However, the incentive, orm lack of 1t, 


to search for gas over the past years would preclude a 
repetition by our company of the type of operation 
which we have conducted at Jumping Pound. Such an 


operation requires much greater incentive in the type 


of market available, In other words a gas market is 
Vital to the continuance of such an investment, 
THE CHAIRMAN: Would you like to have a 
break, Mr. Ash, for a few minutes, to catch your 


breath? We are going into another subject. 


MR. ASH: Thank you. 
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THE CHAIRMAN: We will have a break for 


ten minutes, 


~--A short recess, 


THE CHAIRMAN: Mr. Ash, would you proceed? 

MRA AoE: Yes sips “We-now turns Siesta 
the question of markets and disposition of Canadian 
crude. We start with a brief history. 

Production of crude oil in Canada increased 
from 20 thousand barrels daily in 1947 to 504 thousand 
Darrevs-deciyein 1957. The initial discoveries in 
Alberta displaced rail shipments of crude from as 
far away as Texas and Louisiana. Refinery capacities 
were built up in the Edmonton area and some products 
began to move into Saskatchewan by road and rail. By 
1950 the forward potential of both production and 
markets was such that a group of the major .oil 
companies formed the Interprovincial Pipe Line Company 
which financed and built a pipe line from the West to 
the head of the Great Lakes. By 1953 the oil companies 
were looking to the western market and another group 
formed the Trans Mountain O11 Pipe Line Company which 
financed and built a pipe line to Vancouver. hus, by 
1954 Prairie crude oil was reaching Canadian refineries 
from V.ncouver to Sarnia (See Exhibit 8(A)). Alberta, 
MH nod olon vo "sunppiying relinemies 4n Onvario and 
British Columbia, also made up crude deficiencies in 


the other Prairie Provinces. Saskatchewan became 
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seif-—surficient in 1956 but Manitoba is etili 
deficient on over-all crude requirements. 

Domestic Markets: Ontario is clearly 
becoming the largest regional consumer of 
Canadian crude, taking an estimated 141 thousand 
barrels daily last year. The three Prairie Provinces 
still had a slight advantage over Ontario in 1957 
but this is expected to be eliminated during 1958. 
Use of Canadian 1954 1955 1956 1957 1958 @ Increase 


Crude Oil (MB/D) (Est. ) 1958 over 
1954 


Prairie Provinces... 124 142 155 148 162 30.6 
Coat Ose kets, TO? aoe eb nom meno € Joon 
The marked increase in Ontario consumption 
anticipated in 1958 is due to the recently completed 
refinery expansions in the Toronto/Hamilton area, 
Exhibit 8 (B) illustrates the nature of the 
Ontario market for crude oil in more detail, 
dividing the Province into two, taking Sarnia and 
Fort William as the West and the Toronto/Hamilton 
area as the East. In 1957, Western Ontario required 
Pie ““housang and the Hast 43 thousand barrels datiy. 
Crwunlss Goval, 87 thousand barrels were Imported 
daily from therUnited States of America. 
eT 1958 (Est. ) 
Ontario 
West East Total West East Total 
Canadian Crude... 99 42 eel 104 66 170 
Imported Crude., 17 1 18 ler 18 
if goss Shs Auta i all ol ema 157" ee en 188 


Thus Ontario consumption of Canadian crude 


may be expected to increase by 29 thousand barrels 
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daily, or 20.6 per cent during the current year. 
Refinery construction currently under way in the 
Toronto/Hamilton area will add another 20 thousand 
barrels daily in 1959. These refinery additions will 
replace immediately and directly products manu- 
factured in Montreal from imported crudes. It 

would seem logical that ali refiners in Ontario 
presently having access to Canadian crude by exist- 
ing pipe lines, should nominate western oil. Such 

a move would add 18 thousand barrels daily to the 
demand for Canadian crude, raising Ontario require- 
ments 33.3 per cent above the 1957 level. 

British Columbia is the third domestic 
regional consumer of Canadian crude, There con- 
sumption of Canadian crude has increased from 37 
thousand in 1954 to an estimated 73 thousand barrels 
Osi. y 2m 1956 for 4 97.3 per cent .cain, This Province 
has enjoyed the most spectacular rate of development 
in the post-war decade. Continuing refinery con- 
PUIMCuLoOM 2m British Columbia is the oll industry's 
expression of confidence in the future of this area. 

Geography of Imports: Turning to import- 
ing areas, Quebec and the Maritime Provinces are the 
most important. (See Exhibit 8 (B)). The Province 
of Quebec imported 253 thousand barrels daily of 
crude oil during 1957 of which 206 thousand came 
from Venezuela, 39 thousand from the Middle East 


and the remainder from the United States of America 
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and Trinidad. The Maritime Provinces imported 
35 thousand barrels daily from Venezuela. It 
Should be pointed out that crude imports have 
been of declining significance in Eastern Canada 
Since 1950, in that year total refining capacity in 
Eastern Canada was 241 thousand barrels daily and 
crude imports 208 thousand, or 86.3 per cent. 
By 1957 this ratio had fallen to 60.0 per cent 
and in 19538 a further decline to 55.2 per cent 
is anticipated due to refinery expansions within 
the present orbit of Canadian crude oil. 

Export Markets: Crude oil exports to 
the United States on a significant scale began 
1m 1955 with 34 thewsand barrels dally going to 
the Pacific North West states and 14 thousand 
barrels daily to points in the United States 
midwest (Exhibit 9 (B)). These logical markets 
both grew steadily through 1957 to a total of 
133 thousand barrels daily. In 1956, however, 
Canadian producers received an unexpected bonus 
in the form of offshore shipments to California 
made possible by distortions in international oil 
movements brought about by the Suez crisis. At 
the time, it was generally accepted that these 
were spot or temporary movements and consequently 
despondency or alarm, when these shipments stopped, 


as they did in July 1957, was not 
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justified. 

The emergence of Saskatchewan as a 
major producer of crude oil is one of the most 
SLeni ti cant wevelopments in recent years. From 
1951 to 1957 Saskatchewan production increased from 
3 to 100 thousand, barrels dally. Over ‘the same 
period Alberta production gained from 126 to 
333 thousand barrels daily or 204.0 per cent, 

The more rapid advance of Saskatchewan production 
increased its share of total western crude output 
PrOn 2a WCC NCeNU GO.7O.,O4pEer cent OorsweOrpermicent. 
Most recent estimates of proven crude oil reserves 
Imdicace: Al pervary thy have, 2, 7ee. mi llionsebarrelsS and 
Saskatchewan 421 million barrels. 

Saskatchewan's Advantage: In spite of 
smaller reserves so far found, Saskatchewan has 
many advantages over Alberta. Geographically, 
the south-east corner of Saskatchewan, where the 
MOSt active Tields.are, Aocated, is approximacely 
600 miles closer to Eastern Canada and United 
States Upper Mid-Continent markets. In terms of 
trunk Dipeeiine Gariiis, this represents) ay saving 
of about 12 cents per barrel. Secondly, Saskatchewan 
producers have no over-all pro-ration. Yet still 
producing according to good engineering standards, 
and sound conservation principles, they have been 
able to enjoy more flexibility in moving into new 


market areas as production became available. 
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The first of these advantages would yield only to 
substantial discoveries in Manitoba, even closer to 
market, The second advantage -- no need for pro- 
ration -- may well remain. 

The changing pattern of crude exports 
to the United States is a reflection of Saskatchewan 
development. Shipments to United States Upper Mid- 
Continent points reached 33 thousand barrels daily in 
1957, while Alberta movements to the same area 
declined slightly to 1/7 thousand barrels daily. 
This seems to be a likely growth for Saskatchewan 
production. In 1958, the increase in crude exports 
TO CNis area should largely offset the decline in 


volumes moved to the Pacific North West states, 


Crude Exports Thousands of Barrels Daily 
To: 1958 
LoD (Est. ) 
United States Upper Mid-Continent... 59 380 
United States Pacific North West.... 74 AS 
133 sey 


Loss of Canadian Crude Market in U.S, North 
West: We only export market which has “in effect: been 
lost in 1958 is the offshore movement to California, 
which has already been explained as a windfall situa- 
tion. In the case of the Shell Oil Company refinery 
at Anacortes, Washington, the reduced volume of Canadian 
crude imports has been due to cut-backs in refinery 
throughputs and not to displacement by other foreign 
erudes. The Pacific North West states have felt the 


full impact of the current economic slowdown and problems 
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of slackening demand and long inventories have been 


pronounced, leading to the current temporary reduc- 


tion in crude runs, 
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Saskatchewan Gain not at Expense of Alberta: 
It may be seen that the Saskatchewan producers have 
gained at the expense of their neighbours in Alberta, 
but Exhibit 9(A) shows that this is not so. Saskat- 
chewan crude is serving an area in the United States 
which is at present comparatively isolated from com- 
petitive sources, whereas the markets recently lost 
by Alberta producers are on tidewater on the West Coast 
and this area cannot be regarded as being exposed to 
competititon from Saskatchewan producers. The fact 
is that domestic and export markets must be served 
from the most economic source and it is on this sound 
basis that Saskatchewan production has enjoyed such 
healthy increases over the last few years. 

Now Saskatchewan crude oil has a higher than 
average sulphur content. Some refiners in Eastern 
Canada can only use this feedstock when blended with 
other sweeter crudes, principally from Alberta. On 
the other hand, certain refiners in the United States 
Upper Mid-Continent area have designed refinery in- 
Stallauions speciitically to nandle tne sour crudes 
from Saskatchewan fields. It would seem that once 
these investments had been made and the refinery 
economics established on the basis of the cheap, sour 
crude, these United States refiners should be stable 
importers of Saskatchewan crude at increasing levels. 

Encouraging Overall Picture: This picture 


of the outlets for Canadian crude oil is an encouraging 
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In the Prairie Provinces the diversification and de- 
velopment of recent years, which has been partially 
generated by oil and gas activities, will continue to 
provide a steadily growing market for local crudes. 

In Ontario, with the reach of Canadian crude stretching 
further eastward to Toronto and strengthening steadily, 
this must surely be regarded as the most promising de- 
velopment as western producers share the remarkable 
industrial prosperity of this Province. This optimism 
must also apply to the British Columbia market based 
a0 0b Te Upon 1te wealth of natural resources. 

Finally, we have the prospect of growing exports to 

the United States. Temporarily reduced on the West 
Coast and growing steadily in the heart of the contin- 
ent, there can be little doubt that Canadian crude 

O1l producers will enjoy increasing markets in these 
areas. 

History of Crude Imports: With domestic 
crude production of 20 thousand barrels daily and re- 
fining capacity of 245 thousand barrels daily, imports 
of erude oil into Canada played a dominant role in 
1946. It was not until 1950 and the Interprovincial 
Pipe Line that the volume of crude imports began to 
level off as Canadian crude began to feed the Sarnia 
area. (See Exhibit 10 of the original exhibit). 

From 2950 till 1955 declining imports into Ontario 
offset increasing movements into the Maritimes and 


Quebec, but thereafter the total began to increase 
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once more in response to refinery expansions in the 
Montreal area. Imported crude has, however, been de- 
clining in relative significance in Eastern Canada 
Since 1950. In that year, crude imports amounts to 
86.3 per cent of refining capacity. 

Future of Crude Imports: In 1953 imports 
are estimated to be 55.2 per cent and there is every 
reason to believe that this share will decline in the 
next few years as refining capacity in the Toronto area 
18 increased. In 1959, when current refinery construc- 
tion in this area is completed, the ratio will be re- 
duced to 53.0 per cent. As refining capacity is en- 
larged in the Toronto/Hamilton area the radius of 
economic product distribution will push eastward, dis- 
placing Montreal refined products. ‘This displacement 
Witte ,, 2 GUrm, tree relining capaci ty in Montregz 
which will then be available to absorb future growth 
in the Quebec market without necessitating increases 
in capacity or crude imports. Our own company expects 
to build a refinery near Bronte, Ontario, in 1960. 
tt 18 designed to run Canadian crude and to displace 
products trom our Montreal Hast refinery ‘currently 
being moved by pipeline into Southern Ontario. By 
so doing we will, in effect, be reducing our depen- 
dence on imported crude. 

A Solution to the Problem: The Toronto/ 
Hamilton area is one of the most rapidly developing 


regions in North America, Residential, commercial 
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and industrial expansion and population increases 
have all been involved. Until as recently as last 
year, refining capacity in this area was only 35 
thousand barrels daily, running imported and domestic 
crude, with the balance of supply being moved by pro- 
duct pipelines from Montreal (60 thousand barrels 
daily) sand: Sarnia, (145 thousand -barrels daily) aw By 
1959 local refining capacity in the Toronto/Hamilton 
area will be 110 thousand barrels daily, running en- 
tirely on Canadian crude. By 1963 the volume of domes- 
tic crude processed in this area should approach 150 
thousand barreis daily. The effect will be the "“back- 
ing up" of products refined in Montreal from imported 
crude and replacing them with products refined locally 
{Pom rOMest iG oils Orapud ditierently,. ‘spanc merining 
capacity in Montreal for the future growth of that 
area, will be created by the construction of refinery 
Capacity tawOnvario,  Inis 1S the classic way, in, the 
natural play of supply and demand, in which markets 
Neve eVGrriScVe Ded wa oS it rec cconony: 

ErOCvo Ge LiMO0r Gs + Product: imports: nto 
Hastern Canada have also been declining in signifi- 
cance since 1951 (See Bhs Die er Orie inad. brief). 
At that time they amounted to 22.8 per cent of total 
demand for petroleum products, while the estimate 
for 19538 is 17.7 per cent. 

These imports have consisted principally 


of aviation fuels and middle distillate heating oils. 
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The yield structure of Canadian refineries in the 
aggregate has been unable to provide adequate middle 
distillate production to cover the remarkable growth 

in demand of the post-war years. This rate of increase 
is now expected to devel off as saturation points are 
approaching in railway dieselization, and conversion 

to oil heat installations. Natural gas is now avail- 
able in the metropolitan centres of Eastern Canada and 
this will further retard the rate of increase in distil- 
late demand. 

In the case of aviation fuels the rapid 
growth of turbine and jet-powered aircraft is helping 
to reduce imports. As conventional propeller-driven 
aircraft requiring high octane aviation gasolines are 
replaced by turbine-powered types using lower cut gaso- 
lines and distiilate blends, domestic refiners will 
be able to satisfy a larger part of the overall avia- 
tion fuel demand. 

It seems unlikely, therefore, that product 
imports into Canada will increase significantly beyond 
present levels and in the near future a downward 
trend may be expected. 

Pracewouluciire:, The basis of, field prices 
of Canadian crudes has evolved systematically since 
1957. As crude production increased in Alberta it 
had to move further and further to market outlets. 

The further the haul the lower the wellhead netback 


as more transportation charges had to be absorbed 
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by the producer. But until Canadian crude had To 
compete directly with some other major source, Alberta 
wellhead prices were isolated from external influences. 
When the Interprovincial Pipe Line moved Canadian 
production to Sarnia a substantial reduction was neces- 
sary to equate Alberta wellhead prices to competing 
Illinois crudes laid down at Sarnia. Thus, before the 
pipeline completion, Redwater wellhead price was $2.82 
per barrel, but by mid-1951 had fallen to $2.46 per 
Vor ccie St loinoie cruage laid dowireat oarnia pecans 

the base point upon which Canadian crude was priced. 
Today, With Illinois at $3.00 and Redwater at $2.56 
they lay down at Sarnia within 1 cent per barrel of 
one another (Exhibit 12 of original brief). The 

price’ of moving into these new market areas has been 
exposure to the forces of competitive crudes. Auaus 
further from the wellhead the crude is moved, the 

more susceptible the netback price becomes to these 
factors and the greater is the freight absorption 
necessary to make the move. 

Canadian Crude in the Montreal Market: It 
has been suggested that Canadian crude be moved by 
Dipeline into*the Montreal area as a means Of crea- 
ting a market outlet for shut-in production in 
Alberta. In order to force the economics of this 
move, certain proposals have been made, all of which 
seem to us to be open to criticism. 


Dangerous Artifices: ir the pipeline 
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freight charge to Montreal were lowered artificially 
by forcing intermediate offtake points to carry a 
disproportionate share of line operating costs, this 
would mean discrimination against consumers west of 
Montreal. Any such system of artificial controls 
ereates more problems and inequities than it solves. 
If a system of accelerated depreciation were used to 
assist the investment, then again every consumer in 
Canada being served by a pipeline not enjoying this 
Driviiere would pe discriminated arainsr . 

ine SEMpoOs. bao OL a CusSpomsevavult oon Crude 
Imports. would. Of necessity, Dde rerlected ian hiener 
produce prices ian the Montreal refining orbit... He- 
finers in the Maritimes would have to pay the same 
tarirt?, even although they could not possibly use 
Canadian crude -- an even sharper discrimination against 
the Maritimes consumer. 

ine concept of raising a tariti wall to keep 
Out Imports implics that the commodity in question 
has @ limited ability to overcome the barrier. But 
tS COCs HOU ApOLY LOgtOrelLen Sources «OT erude: oil 
currently being imported into Eastern Canada. All 
are in areas enjoying lower finding and development 
costs. Most are countries whose very economic 
existence depends upon exports of crude oil and its 
products. Retaliation, by price and other concessions, 
in order to retain their traditional hard-currency 


markets in Eastern Canada, cannot be excluded. The 
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implications in terms of revenue to provincial govern- 
ment and producer alike are obvious. 

Quotas: It has been suggested the answer 
to This isa system or quotas. A quote SYSTEM similar 
to that currently being administered in the United 
States would be impractical in Canada for several rea- 
sons. If a quota meant that only part of the Montreal 
refinery requirements would be met from Canadian 
crude sources, this would pose many problems from an 
investment viewpoint. Even if the quota were 50 per 
Cent OF Crude Tuns, cThis volume would not Justily the 
very Tavourable pipeline tariffs being assumed in cer- 
Ten preposcals.”=-in @ word, 1°18 unwise Toe tamper swith 
the natural balance of economic forces. Take the 
example of the Montreal refiners and those in the Mari- 
Cimes. » Pe sSyetemVol’ Quotas restricting WCOreien crude 
imports into Montreal would give Maritime refiners an 
artificial competitive advantage. As Quebec refineries 
were compelled to a diet of high-cost crude, the un- 
restricted Maritime refiners would be able to infil- 
trate the Montreal refiners! market. 

Implications: for Canada's Merchant Pleev: 
Construction of a pipeline to Montreal would also 
dislocate part of Canada's merchant marine. Our ‘com- 
pany alone has three ocean tankers engaged in crude 
movement to Montreal. These vessels sail under 
Canadian registry and carry Canadian crews. We have 


an additional supertanker under construction in 
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Quebec, designed specifically for this trade. Har- 
bour facilities at Montreal and Portland represent 
an important investment. In part or in all, these 
would be made redundant by a pipeline from the west. 

shell's Interest in New Markets: ‘The 
figures which we have disclosed earlier for our own 
company show that on a major part of our accumulated 
investment we have had no return, and will receive 
no return, at present production allowables, for 
some time to come. No one is more interested than 
our company in obtaining new markets for Canadian 
ermderoid in whieh. we ‘can Share: and so improve our 
revenue and obtain a return on our very substantial 
investment in Western Canada. What we Tear is 
a failure to resist the temptation to cure a short- 
Lerme cyclical aititeulry,. by basically uUnecenomic 
measures which possess serious long-term dangers 
for Canada's economy and which can only be sustained 
OYIertiAtacial means: 

Who gains by Artifices: The whole dis- 
cussion of moving Canadian crude to Montreal has 

> 

been prompted by the temporary difficulties of cer- 
tain producers in Alberta. But would a pipeline to 
Montreal really help the Alberta producer? ‘There 
is no guarantee that once this proposed line was 
built the Montreal refiners would nominate Alberta 
erude. Saskatchewan has the advantage or geography, 


wellhead price and unfettered production. The sour 
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erudes of Saskatchewan might be very acceptable to 
certain Montreal refiners who are well equipped to 
handle this type of material. It might well be that 
the plan -- if indeed it is designed to help the 
Alberta independent producers -- might not achieve 
this end so much as to increase movements of Saskat- 
chewan crude, 

Loss .of Revenue Resulting from Arvifices: 
Finally, by moving Canadian crude into Montreal by 
pipeline a new -- and lower -- price structure would 
surely evolve as Canadian producers were forced to 
compete with foreign sources and fluctuating tanker 
rates. As more and more so-called "supertankers'" 
are built, replacing the higher cost T-2's inherited 
from World War II, it seems likely the present low 
rates willbe maintained.  -Some of these new, larger 
vessels can actually operate profitably at rates 
below those assumed in the calculations used in this 
brief (United States Maritime Commission minus 40 
per cent.) 

Existing Large Investment not Based on 
APGPILces: (The oll «industry in Hastern Canada has 
truly grown up in the post-war decade and leads in 
many ways the remarkable industrial development of 
Canada. There has evolved an intricate pattern of 
supply, manufacture and distribution of petroleum 
products based upon logical economic principles. 


The nation's largest refining centre has mushroomed 
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at Montreal where an estimated $300 million has 

been invested in refining units alone. A further 
sum of about $200 million has been invested in the 
Portland/Montreal Pipe Line and numerous deep sea 
tankers. This system of supply recognizes the 

fact that ocean-borne crude is traditionally cheaper 
than crude borne over any great land distance. A 
Deli avetnvolving. Garitis on.quotas desipned uco.res-— 
toLot.the,tree flow.of deep water erude supply. must 
inevitably jeopardize such investments, on which, it 
should be mentioned in passing, substantial debt 
remains outstanding. 

Vuinemabie tconomics: Torbuilid, a.crude oli 
pipeline from Western Canada to Montreal is an ex- 
pensive and unfortunately escape-barred venture. It 
is escape-barred because, before it can be built, 
Pui CON te OOGe FOTLney and produceR LO .a.price 
structure which they both may well regret.. ‘he re- 
finers must pledge themselves to a high cost source 
of raw material, relative to cheaper ocean-borne 
crudes. .Producers must commit their crude to a 
distant market, exposed to the competition of the 
most competitive crude sources in the world, as 
other economically situated growth markets become 
available closer at hand -- a $250-$300 million in- 
vestment which cannot show long-term economic 
SW6011..09.000N,.. kn OUP view, by ordinary .commercial 


standards, this pipeline cannot be financed. 
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Conclusion: Possibly in conclusion one 
can look at this problem in an even wider field of 
Vision). ine amporvation of crude oil into Hastern 
Canada is only one aspect of the intricate network 
of international trade from which Canadians derive 
their livelihood. International trade depends upon 
the relative costs of producing various commodities 
1M Giltlerent countries. Commodities move from 
countries where they are comparatively cheap in real 
costs of production, to countries- where these com- 
Poraueve, GOscs ere Nigier, Arid these costs must 
include elements of transportation charges, especially 
Lo a country the size of Canada, Tus surely Lt 
18 tO Canada's net advantage to import crude oil 
into the Eastern Provinces and pay for these imports 
ty DUrimery Gcommodi vies: such as cereals and forest 
products which can be produced in Canada at a lower 
eOou..| DY 6C doing Wie real cosy of petrobeum-— 
derived energy is minimized -- a benefit not to 
some sectional interest -- but to the greatest good 
of the greatest number of Canadians. 


---(See pp. 31 - 36 of original brief for the 
following Tables: ) 


Disposition of Canadian Crude Oil Production (does 
not include Natural Gas liquids), MB/D, 1954-1958 
(1956 estimated). 


Disposition of Canadian Crude Oil Production and 
Imports -- 1957, MB/D. 


Exports of Canadian Crude Oil by lIestination and 
Province of Origin, 1955-1958. 
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Crude Oil Imports into Canada -- 1950-1950 


(MB/D). 


Petroleum Product Imports into Canada -- 1951-1958 


(MB/D). 


Laid Down Costs of Selected Crudes AG parila, 
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MR, ASH: Sir, I now have a brief summary 
of what has been said today which I would like to 
read. 

SECTION TTL. ‘TAXATION, 

Introduction: We have now completed the first 
bwo main sections of our submission. The first covered 
oil and gas exploration and production, together with 
reserves and producibility, the matter of incentive, 
and the vital question of finding new markets -- which 
means moving into a waiting export market. The second 
had to do with the disposal or marketing of Canadian 
erude oil. In both gas and oil, when we consider 
market outlets for Canada's substantial reserves, 
we are dealing with matters not entirely within our 
own control. We now turn -- in Section III -- to 
an important factor in Canada's oil and gas economy, 
which it is in our power, and we submit in our nation- 
a1 interest, to rectify. 

AUMUNLS pointe, thererore, To mignt be well 
to summarize what we have said so far. We have tried 
to show that: 

La Canada's oil and gas resources in the west are 
potentially of such magnitude as virtually 
to guarantee for the foreseeable future Canada's 
requirements of these forms of energy. 

es These underground supplies of petroleum will be 
brought to the surface and made available for the 


Canadian consumer if adequate incentive exists, 
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ae The experience of our company indicates that 
tne short term incentive has been meagre and 
the past and continuing heavy investment of 
the industry, including Shell, is a long term 
Proposition, 

ae In the short term the outlook for the export 
growth of our oil marttets has temporarily 


reached a plateau. 


There is an immediate export market for gas 


U1 


which Canada has the necessary reserves to 
Supply, the revenue from which wouid tend to 
ofirsev the loss from the temporary Jévelling 


Of the oll markets, 


OV’ 


Meeting a temporary short-term problem with 
measures having such grave long-term implica- 
tions as forcing the heavy investment in a pipe 
line to Montreal, 1s a complex and dangerous 
step. Rather we advocate, in addition to taking 
the gas markets mentioned above, the construc- 
GLOn Of relining capacity in the hiehiy 
economic area of the Toronto-Hamilton-Western 
Ontario markets now tributary to western crude 
as IS 

Having made these points, we would turn 
to what is a most important difficulty -- and one 
Wiben 1c is im Canada's power to cure -- facing 
Canadian oil in competing in world markets, as it 


now has to do. This is Canadian taxation. 
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Canadian taxation presently places Canadian oil at 

a disadvantage in its visible export markets. These 
markets lie primarily in the Upper Mid-Continent and 
Pacific Coast regions of the United States. Yet in 
comparative terms the tax differential between the 
United States oil and gas producer supplying those 
markets, and the Canadian producer attempting to 
supply them, represents a built-in penalty on the 
Canadian producer -- of our own making -- as a result 
of materially less liberal tax treatment in Canada. 

We illustrate this below with some compara- 
tive figures for similar properties in the two 
COUNtrTes, 

MR, LAPT DOLO: Mr. Ash, Lam. sorry fe 
interrupt you here, put I was thinking that perhaps 
tats section. of the brier could be taken as neag 
because we have not been dealing with the taxation 
provlem at this stage before the Commission. We, 
of course, have to give the matter consideration, 
and we appreciate very much what your company has 
said on the subject,what others are saying, but 
iperesliy requives study by experts in tae ,iielc, 
and we don't want to deal with it as such. So if 
yOu wouldn't mind going over to, the next seetion in 
which you deal with energy. 

ME ASH: VYery good, 8ir. 

THE CHAIRMAN: We do wish your section 


on taxation to go into the record. 
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MR. ASH: Yes. 

CAPITAL INVESTMENTS, COST DEPLETION, SALES 
AND ABANDONMENTS OF PROPERTIES. Comparison of United 
States and Canadian Income Tax Provisions: Many of 
the differences between the United States and Canadian 
income tax effects of transactions in oli and gas 
properties are a consequence of the fact that capital 
gains and losses are taken into account for United 
States income tax but for Canadian income tax they 
are nots nor is any fecovery of Capital cost. of 
property allowed in Canada except through deprecia- 
tion of closely defined categories of depreciable 
property. Some of the main effects of this difference 
in principle are: 

i, in tne United States the cost of acquisi- 
tion of an oil or gas reserve is recoverable through 
charges for depletion which are deducted from the 
income from the ofl or gas produced, before taxabie 
income arises. The same depletion of cost is allowed 
to the purchaser of a royalty or other continuing 
payment. In Canada the purchaser of an oil or gas 
property or of a royalty. or other interest is not 
permitted any allowance against his income on 
account of his capital cost (although he may be 
entitled to a depletion allowance computed as a per- 
centage of income without regard to cost of the 
property as explained in detail below). 


Example: (a) X, an individual, corporation, 
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partnership or trust, buys an oil lease for $500,000. 
At the close of the year it is estimated to have a 
proven reserve of 725,000 barrels, and it has 
produced 25,000 barrels during the year -- 

in the United States -- X is entitled to 
an allowance for depletion of his capital costs of 
the property and, so far as the acquisition cost is 
concerned, this deduction will be 25/750 X $500,000 
or $16,666 which may be deducted against income from 
this property or any other income he may have. (It 
may be that his depletion on the property computed 
on a percentage basis would be more than $16,666, in 
which case he would deduct percentage depletion in- 
stead. ) 

In Canada -- X would not be entitled to any 
allowance against income on account of his capital 
cost of $500,000 but would be entitled to an allow- 
ance (see further discussion below) based on 
33 1/3% of his entire production income after all 
deductions. 
(o>) X buys a one-eighth royalty in a lease, for 
$50,000, The lease has a proven reserve of 360,000 
barrels at the close of the year and produced 40,000 
barrels during the year (i.e., X received 5,000 
barrels produced out of 50,000 barrels in his 
share of the reserve). 

In the United States -- X may deduct from 


his income 5/50ths of $50,000 or $5,000. (X would 
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be entitled to percentage depletion in lieu of the 
$5,000 if the percentage depletion allowance turned 
out to be more than $5,000). 

in Canada -- X would not be entitled to 
any allowance against his royalty income on account 
of his capital cost but would be entitled to a per- 
centage depletion allowance of 25% of his gross 
income for the year from the royalty. 

2. in the United States the sale of an 
oil or gas property, if owned more than six months 
and not included in inventory or held for sale to 
customers in the ordinary course of business, would 
give rise to a tax on the profit computed by sub- 
tracting from the sales proceeds the amount of the 
capital cost which has not been recovered through 
depletion allowances, »ut this tax would be limited 
tO the capital gain rate of 25%, “A 10ss on “the 
sale of the property if it has been used in the 
trade or business would be deducted in full against 
ordinary income. On the abandonment of the property 
proven worthless the remaining capital cost would be 
deducted in full against ordinary income, 

Tn Canada it is supposed that the profit 
on the sale under the same circumstances would not 
be subject to tax, and a loss on sale or abandonment 
would not be deductible to any extent -- with the 


sole exception that the cost of a lease which has 


been acquired from a governmental body may be deducted 
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when the lease is abandoned if no production has 
been obtained and no part of the cost has been 
recovered. This statement for Canada, however, has 
to ve made bearing in mind that there is a pronounced 
tendency for the Department of National Revenue and 
the courts to take the view that properties which 
have been explored and developed are held for the 
possible purpose, among others, of making a trading 
profit by selling them, and tnat this purpose makes 
the profit taxable as ordinary income,. while there 
1S no indication that a loss on. the sale or abandon- 
ment would be allowed as a deduction. 
Summary and Comparison: The United States 
investor in oil or gas properties always knows that 
he cannot be deemed to have taxable income without 
having his capital cost returned to him. .free of tax. 
If he sells a property he knows that the tax on his 
profit will be limited to 25% thereof. On the other 
hand, if he has beenurusing the property in a going 
business his loss on the sale thereof or, if 1t proves 
worthless, his loss on its abandonment will be allowed 
in ful epainsen ordinary income... These wrovi siangsivend 
to encourage a greater degree of risk-taking in capi- 
tal investment in the United States than in Canada 
where there is no provision for amortizing capital 
cost against income, where other development and 
production expenses may deprive the investor of any 


allowance for depletion, and wnere the sale of a 
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developed property may well be held to produce 

ordinary income while the sale at a loss or the 
abandonment of the investment is not reflected 

against income at all. 

These observations apply to investments 
by Individueats as well as by corporations, In 
fact, the wealthy individual investor perhaps 
more than the corporation in the United States 
would be encouraged to part with his capital, more 
readily than his counterpart in Canada, because 
of nis knowledge that he can limit his tax on 
his profit to 25% rather than a possible 91% or- 
dinary income tax if he sees fit to sell, while 
he is Certain at the very least to recover nis cost 
Aagaaneo Ordinary tncome through cost depletion, of 
bY Geduccing ls cost against his general ordinary 
income if his investment proves worthless, 


Bxplorevion, Drilling and Development 


Costs: In Canada, expenditures for exploration 


and development and the cost of drilling a well 
would pe regarded primarily as capital outlays 

which would not be deductible to arrive at taxable 
income, except for express provisions in Section 83A 
of the Act that drilling and exploration costs 

may be deducted from income. Thededuction, however, 
Teyonly allowed to a corporation whose principal 
business is production, refining or marketing of oil 


OP Vatuiral g28, or exploring or driiling, or to an 
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association, partnership or syndicate formed to 
explore or drill for petroleum or natural gas. 
Such an organization may deduct its drilling and 
exploration costs from income in the current 
year, or, if the current year's income is in- 
sufficient, against the income of succeeding years 
Wecnoue 2amMacaclon OL Time,” UntLL the cospus Nave 
been fully offset against income, 

um Une, Uniced staces; intangible ari tiling 
and the development costs of drilling wells are 
deductible as an expense against ordinary income 
whether incurred by a corporation or an individual, 
but expenses of exploration and development of 
properties, including geological and geophysical 
expenses, must be capitalized to the extent that 
they result in the acquisition or development of 
values which will be realized over future years; 
unsuccessful or abortive exploration and develop- 
ment expenses are written off currently. In the 
United States, if deductible expenditures exceed 
income the loss may be carried back against the 
income of the two previous years and forward 
against income of five years, as compared with 
Canada where exploration and drilling expenses of 
corporations, associations, partnerships and 
syndicates may be carried forward indefinitely. 

Summary: The Canadian provisions for 


the tax-free recovery of drilling and exploration 
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expenses are much more liberal than in the United 
States since in Canada all of such expenses may be 
deducted while in the United States a substantial 


part thereof must be capitalized, nor is there any 
time limit in Canada on the period in which they 
must be applied azainst income, provided that the 
expenses are incurred by a corporation whose primary 
business is the oil or gas business, or by an 
association, partnership or syndicate formed to 
carry on such business. In Canada, however, a 
corporation primarily engaged in some other business 
or a corporation, partnership or syndicate formed 

HO Carry On Some ovner DuSINess, or an Individual, 
18 cilscouracea Irom venturing to invest its surplus 
PUNCS hi Girect oll or gas exploration or driiivinge 
Since 10S costs would largely be capital outlays with 
no provision for their future recovery, or av best 
might be classified as expenses making up a business 
loss which can be carried forward five years against 
income of the same business only. 

These provisions in Canada provide a real 
and liberal inducement, at least for the organization 
whose principal business is oil or gas, to initiate 
exploration and. drilling activities. However, Ar 
the organization has reached the stage where it has 
any substantial amount of production the incentive 
to ineur further exploration and drilling expenditures 


is taken away in large part by the negative effect 
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of these expenditures on the allowance for depletion, 
as explained below. 


the Percentage Depletion Allowance as a 


Deduction from Income: It has already been mentioned 


that there is an allowance for United States income 
tax purposes for the recovery of the capital cost of 
Bi OL) Seserve or ianverest. therein, throvch deduc-— 
tions for depletion of the capital cost spread 
over the estimated life of the reserve on a unit 
of production basis. There is a further allowance 
under the United States tax law, known as percentage 
Hepsecien, which is designed, to provide Incentive 
for investment and reinvestment of funds im oil and 
gas development. This allowance, a deduction from 
income, computed as 273% of the gross income 
from the property, is limited, however, to 50% 
of the net income from the property. This is not 
in addition to cost depletion, put cost depletion 
ie allowed in dieu of percentage depletion 2f the 
cost depletion allowance is greater than the 
allowance on the percentage basis, as may be the 
case where acquisition cost is high or where produc- 
tion expenses are high so that the "net income" is 
relatively low. 

Under the Canadian tax law the only allow- 
ance of this kind is the allowance of 33 1/3% of net 
production income. 


The main points of difference are these -- 


voniued he ani Be 


Rae 7 a 
A 


ny ite ea a 


Z S 5 
nee : ene ae ed 
. rs 5 ALS ¥ é 


Lo anh NR SiR Dai ied” hes) apruest iG 2h ae ond tang | 
Agee 2 ON LR OS): Be! Ais we ee 0%, anenqranR tad" 
| es SO OE: Veet) Bese Oe geeiae ieee 


heels 2900 Letina af tole cogs ahqeh yok rtoko 


a 


Perey a Sh ee Oe Th Perks batenss mo Ons “SVE 
mit re 


2 ' - pa 3 =| x 

Sem in 4 Ads), Ge 33G° Dee. or i reortty 
: ae 
Upson : 
. aoe ; ‘ i b Moca ap Sl Mote folie ided 
‘ eh eee SA 
| n -~ vetle sy hs ot ees AY 

Bsa erg. Oy < i See Ye an nq — ‘ . _— rc : . 
ie Li Grr? Be SaVOlet Date CRA evel tos 
: : See: A ea See 
7 oct Ser ob eS : 
j 3 wy ee th wer . 
a i wy " ry “ : De ~ © et res Cu. § 

| yh oT) ss BY Sr See 
, ; = 4 ae 


i 

— 

“4 ena 
= 

a 

fe 
s 

- 


Ce (Ep . a 
ra r oa ee rem Oe Z 
3 bert 6) hwagetnnedt mmet 
: a eee 2. 
‘ Ss hes i ey ve Be i a 
at wh eetogomy at mont ameseh gee. ead ap 


fi ie ? airy ss ate ret etaiy A d- On eae EDDA. In W's 


SE a 
, 
. 
we 
~ 
9 


ee eB \ Be Pd yt ie oe he id Ctks ind. Heel 8: as. 


tise pec €¢ sonswolle Atte tgel: daok: 


Sails 
LA ee kD Be ase 


| Tey) aes ea ae Bl padre ne 2 ag FID -DOPBM OSLER 


ae 


fly . f teu OA a snr soeAD 


id somo eae ae sick ap ‘Ayte his aeRNeGRy,: reky | 


5 
Rey a Wek) me MT ee 4, 

ate ae = ee nF * ct c YF yy , cay 
E 


om Higrtseten's 


a 
n 
+ 
7 
y; 
: 


ie) es nay natbansd ai, 


* 


Me 


AS 


ta a hn rs | 


. 
a 
ve 


he a ee 


ont 2 ery 


i ny iv 


oa. fiawro oy 


igs 
ANGUS, STONEHOUSE & CO. LTD. 4512 
TORONTO, ONTARIO 


and a few examples will show their impact; 

1. The United States 273% allowance is 
computed on the gross income from the property, 
which means the value of the oil at the well-head. 

2, The United States 50% allowance is 
computed on the net income from the particular 
property -- i.e., the gross income less the 
expenses attributable to the particular property for 
depreciation, operating expense and overhead, develop- 
ment expense and so forth. 

2... in either case the “property” for 
which the allowance is computed is, generally speak- 
imiee each seplre ue tease. it bnere are two leases, 
one in development and the other in production, the 
development expenses of the former are not deducted 
in arriving ac the net income of the latter. 

4, The Canadian allowance of 33 1/3% of 
net production profits is computed by aggregating 
the income and expenses for all of the taxpayer's 
O11 and gas and other mineral resources. From the 
entire production revenue there must be deducted, 
under current regulations, (a) any losses in con- 
nection with producvion from any of his resources, 
(bo) any deductible exploration, including geo- 
physical and geological, and drilling expenses either 
for the current year or carried over to the current 
year from previous years of losses, and (c) interest 


charges on borrowed money and capital cost allowances, 
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in connection with the exploration and production 
operations. 
Example: 


X Company has three producing leases: 


UNITED STATES 


Lease Lease Lease live gers J 
MO. od. No, 22 Nox & 
1 


Gross Income....$370,000 $147,000 ee Os (OO 


Depreciation, Taxes 
Biaeverrene..... 90,900 Of ,eoU 43,000 


— = ne — AS sae 


Net Income 
Before Deple- 
PUG oy ave eae 2 OO) 8 SOT COO 207s 700. Way oouG 
Depletion 
Mien ee Ol 750 6s 20,000) 365.002 


pe) 
© 
S 
WOH 
\O 
DO 


a See Ne UsOMe sae a selec ete) Doe ee eon ee 


If X Company acauired an additional, un- 

developed property, Lease No. 4, and spent 

$440,400 in the development of such proper- 

ty during the year it would deduct from 

taxable income such $442,400 less a por- 

tLOMe poereOt required to pe capitalized, 

Ce eC Oe ad poses va Gea. OO 


Taxable Net PGS stato asua er aa ace CSS OAS 8S SOR MS SB Me $ 6,008 


& Company's depletion allowance is un- 
disturbed by its expenditures on Lease No. 4, 


(See next page for table, ) 
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CANADA 
Lease Lease Lease eS LL 
No. 1 No. 2 No, 5 


Net Income Before 
DEGISLLON. <kia.s S911,500 S59;800- $207,700 $579,000 
Depletion Allowance 
(33 1/3% of over- 
all net produc- 
tion income)... $193,000 


Taxable Net Income $386 , 000 


If X Company spent $442,400 in the develop- 
ment of Lease No. 4 during the year the 
depletion allowance would be revised as 


follows: 
Net Income from Leases Nos. 1, 2 and 3 
Ber ore Cabs EON sins ive aoe eek eee ee $579, 000 
hess*ueacse Nocetlvexpendituresens. ae. eee S4AS , 000 
Net Income before Depletion.s....ssseeo: S13 (000 
Depletion at 33°4/3% Of $137,000... 8 6S 35,660 
Me ee en" IV COME cals. Ghalara ale lat ee tever rele lovee § 91,334 


Thus,by entering into a new development 
venture after it has achieved a net 
production income, X Company reduces its 
depletion allowance by $147,334 from 
$193,000 to $45,666. While Canadian law 
permits X Company a more liberal explora- 
tion and drilling expense deduction than 
its American counterpart, X Company never- 
theless has $91,334 of taxable income 
remaining while its American counterpart 
has only $6,008, 


Summary and Comparison: The depletion 
allowance in Canada, beside giving the investor no 
assurance of the tax-free recovery of his capital 
cost, is less liberal than that in the United States 
under almost any conceivable circumstances, The 
reduction of the Canadian depletion allowance by any 
increase in a taxpayer's expenditures for further 


exploration or exploratory or developmental drilling mus 
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necessariiy neve a negative intiluence* in any 
company's decision whether or not to engage in 
such further expenditures once a production stage 
has been reached, 

SECTION IV. NATIONAL ENERGY BOARD. 

In conclusion, we would like, as a member 
of the oil and gas industry, to say a word about 
section (c) of the terms of reference of The 
Royal Commission on Energy. Section (c) refers to 
the establishment of a National Energy Board to 
administer’ an energy policy subject to the control 
and authority of Parliament. 

The Canadian oll and gas industry is the 
first to urfe: that» the Parliament of Canada should 
at all times have a national energy policy and 
administer it in the best interests of the citizens 
of Canada. However while we urge that a national 
policy be established and administered, we question 
that, a National Energy Board governing ail forms 
of energy is the right way to do this. Our industry 
has reached its present healthy state through a 
system of free enterprise. We feel its continued 
growth will best be fostered with a minimum of 
intervention. 

Material control of Canada's petroleum 
resources exists through present legislation both 
Dominion and Provincial, The flexibility of «such 


legislation and its ability to march with the times 


: ; , esipa : ® 
"7 - a pack , 
_ 


ab PRES at tot 5 priest 
Beis Abdo oBs say a. atime se NE ai aa 
; oi _ 


ere nso ee 

CHAO VOOR TARO ETAM 9 ME votirone oe 
yaughom 2. As -SAth. Giaow ew ool eULSGS ‘at 

ruates Baow a Se Oo eg eebet acy Sis ote “aaa Yo | 

as? hy soneiees, bo, samed > dels 36 (o) 08 hone» ft 

edt awelars is} HOLD oF arene cig HORSE Mey Lee) ve | 

t Stso® yweseal ocoitet a te inenieeesaes saa 

Wwtines Of Of Teelate Wesraee Vesene Fis Jove tritinbis 


nensditeal to xiitreitus Bas. ve 


ae ak vesroint’ We it i@O mpiasnaw se 


<7; 


Ships @ ee Te ay 4 ore , m need 
Lett Batinw 2.6 eit! BAS Jee iy OF Jenkt 


bane urtiag Vavane lence @ Beei> Semis Lis Ve 


Lanolians teat sbiw cit Ss) bee) serpent Gees to 
notsysip. ow nar antritnie, fis Gebiigatie ai % »2hod 
ania? (on) yrttiaveg betwod vntenl [enoitat- es. tak 
titauhet vu .a het ob of: yew dete BaP ee eaieorte: Ze | 
i crotch eeat geitged saedwee edt better: eee 
‘foun tines Beh feat sw, a braves one ‘to nosaye 
$6. combos tes ar Secotedt Od thed ti ie Stone ; 
; 7 , 


mueleruey . Rata * 


PRG, HET TL 2 Sk Prepon 


foue Bo prectinary antl we 
ar ya -a0 — 
Samed att a pelamniee 


iY 8 ood were av yn 


ANGUS, STONEHOUSE & CO, LTD. AS 
TORONTO, ONTARIO 


4 
Cy 


legislation and its ability to march with the times 
has amply been demonstrated. The machinery for its 
administration is in being and we see no necessity 
for the superimposition of another bureau -- indeed 
we feel this would be more of a hindrance than a 
help. 

We have said already the first criterion 
for the Canadian oil and gas industry is the long- 
term interest of the Canadian consumer. We submit 
that such a criterion can best be ensured by the 
SUMIine stration of the Dominion and. Provincial 
Governments, through their existing departmental 
organizations and the Board of Transport Commissioners. 

THE CHAIRMAN: Thank you very much, Mr. Ash, 

i: Wacorm ars hve te GO ey 

MR. PATTILEO?: Mr. Ash, locking av page 1 
of your submission, in the second paragraph you say: 
"Shell O11 Company of Canada, Limited is owned 50% 
by Canadian Shell Limited, an Ontario company, and 
50% by Shell O11 Company, a Delaware corporation", 
and then you go on to say that of the stock of 
Shell Oil Company 65.32% is owned by Canadian Shell 
Limited and the balance by the public. Now, would 
you please tell us about Shell O11 Company of 
Canada, limited. Is that a Dominion or an Ontario 
company? 

MR. ASH: Shell Oi1 Company of Canada, 


Limited is a Dominion corporation. 
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MRs APTI LO:. . tS. 6.6 2. public or a private 
corporation? 

MAAS» It. 16 8 private. corporation. 

Vite ALLO ooo Cnet LC doesn!  pubilsn 
balance sheets, 

MR, ASH: NO» Bir. 

MR PATTILLO: Now,, det! s. go next to 
Canadian Shell Limited. Canadian Shell, you explain, 
is not an operating company but a holding company 
Omi, psd as Delvate Om das. ho, arpublic company? 

Mie Asie 0 is a private company. 

MR, PATTILLO: And who owns the shares 
Li aa 

Mp Shem. Weds, sim, if ls a litule complex 
to simplify 10 ands think really to.cet, te, the meat 
of the whole thing ultimately, it. is owned by Shell 
Teanspormend, Grading, a British corporation; a 
DupIt Gc corporation, whose shares are on the New 
York Stock Exchange, and 60% by the Royal Dutch 
Petroleum Company, a Netherlands Corporation, 
wnose shares are also on the New York Stock Exchange. 

MR, PATTILLO: And this 60-40 division 
between Royal Dutch and the Shell Petroleum is 
carried out throughout all of its subsidiary 
companies, is 2% nots throughout the world? 

MR, ASH: Those are the proportions in 
which the Shell interest in all companies through- 


out the world are held. Many of those companies 
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have also a public ownership as well. 

MR. PATTILLO: But as between those 
two partners, that is the division, 

MR, whole, COPRE Gt, 

MR, PATTILLO: Now, do any of the sub- 
sidiary companies of these two partners carry on 
a producing business in Venezuela? 

Mh. gots =feS, Sar, 

Maw PATTIIGO: Do they carry-on a produc- 
ing business in the Middle East? 

Mi aeere VSS 4 Sai 

Mee are PTERLO: Do they carry on 2 
producing business in the Sumatra area? 

Me. ons Ayes, sar. 

MR. etATTTLLO: ‘And Go they carry on 4 
refining business oon the Pacific, Coast “orl the 
United States? 

Wks 25H JYes, sir, 

MR ePALTLELO; Do they carry on 2 
refining business in what I would describe as the 
Michigan area of the United States? 

NE  PAGHH ONO... eir. 

MR, PATTILLO: What about the East Coast 
of the United States? 

MER. whol: Nos sir. 

MR, PATTILLO: Now, in Canada where are 
the refineries of the Shell interest? 


MR, ASH: In Montreal and in Vancouver, 


sate Bees, 
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MR. PATTILLO: And the capacity of the 
Montreal refinery is? 

MR. ASH: Roughly 60,000 barrels a day, 
and Vancouver roughly 20,000 barrels a day. 

MR. PATTILLO: Now, on the Pacific Coast 
where are the refineries of the Shell organization 
situate and what are their capacities? 

Ma ROH: lL. am not sure 12 1 ‘can cive you 
tne capacities. The first is at Anacortes, in 
Washington, whicn is all-Canadian, with a capacity 
Of about 50,000 barrels a day. The second is in 
the San Francisco area -- 

MAY PAPTLLLO: 1 think the capacity Oo. 
thew wel atiery,;sacCcOrdine tO my Inrormeation, a. 
165,000 barrels a day. 

NE. Aone No, it Len!’ t inereis a retinery 
at pan Francisco and in the Los Angeles area which 
together would have a capacity of about 165,000. 

MR, PATTILLO: But you don't know the 
capacity of the refinery in the San Francisco area? 

MR, ASH: No. 

MR. PATTIDLOS | in the operation of your 
Montreal refinery is the crude that is being brought 
in by Shell all Shell owner-shipped crude? 

MR, ASH: We batch the crude from 
affiliated companies in Venezuela and in the Near 
Rast. 


MR. PATTILLO: So that as far as looking 
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at the Shell organization as a whole is concerned, 
then it is owner-shipped, 

Me cwhvin) Vain that. ise correc. 
statement, sir. 

MA, .PATTILLO;: Is it transported: by tankers 
owned. by.the Shell organization or in tankers not 
owned by any of the Shell organization but under 
charter? 

MR, ASH: Fundamentally it is transported 
by part-owned tankers, some of them owned by the 
Canadian company, some by the British company, Shell, 
and, of course, we also have chartered tankers, 

MR. PATTILLO: How would you describe the 
BKagle? When you are talking about a Shell interest, 
would you include the Eagle in that? 

Vin aAOon ae Ce i, 

MR, PATTILLO: Now, when you use tankers under 
charter are they spot charters or long-term? 

Mee hol? Both. 

MR FALTTILLO:s You. have, some coiling to 
Montreal under long-term, some under spot? 

MR. ASH: Yes. 

MR, PATTILLO: Have you been running the 
refinery at Montreal at full capacity? 

MR. ASH: Broadly speaking, yes, sir. There 
have been fluctuations. 

MR, PATTILLO: So you would de bringing in 


crude at the rate of 60,000 barrels a day approximately? 
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ANGUS, STONEHOUSE & CO, LTD. 4521 
TORONTO, ONTARIO 


MR, ASH: Today. 

MR, PATTILLO: What proportion of that 
comes in over the Montreal-Portland pipeline? 

Mi ASHS “in close navigation iv all 
comes out of the pipeline, Over the year as a 
whole I don't have the figure. The predominant 
portion comes through the Montreal-Portiand 
pipeline. 

MRe PATTPobO: And has Shell an interest 
Mya Depelare? 

MARS Sho: erecey Sar. 

MR. PATTICLO: What is its percentage 
Inveres i? 

MR. ASH: 18%. 

MR, PATTILLO: Who are the other share- 
Hovders 41 “way ine? 

Mh, foe ne OLNer "shareholders are 
Imperial Oil Company, British-American Oil, 
MeColl-Frontenac and Canadian Petrofina. 

MR. PATTILEO: Now, part. of the 
products of your refinery in Montreal go over 
Cie Serie: "COP LOCOmUO, 

fre MAG. YES, <Sar, 

MR, PATTILLO: Does Shell have an interest 
ane the Cane? 

MR, ASH: We have a one-third interest in 
Phau Lene. 


MR, PATTILLO: And who are the other 
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ANGUS, STONEHOUSE & CO. LTD. N500 
TORONTO, ONTARIO 


shareholders in that line? 

MR. ASH: British-American and McColl- 
Frontenac. 

MA PAD ELLLO: “[toneasc audad lyo capaci cy .or 
60,000 barrels of products; is that correct? 

MAC BOs ves, close. vo that ipossibiy 
64,000. 

MR. PAT@TILLO: What proportion of that capa- 
city does Shell utilize? 

MR. ASH: I can't give you an exact figure, 
sir, but we aim to come close to our one-third share 
Le unease J 

MAPA TREO sCan you tell me.@g Picgile bit 
about that line -- the outside dimension? 

MA, ASH?) 1t is a lO-inch pipelines oronto 
on to Hamilton, and an S-inch branch line to Ottawa. 

ae PALO eric oso: Gut wea eee 
is deemed desirable to do so the flow could be reversed 
and it could flow from Toronto to Montreal rather than 
trom Monureal co Toronto? 

MR, ASH: It would be a highly complex thing 
to do with a great many disadvantages flowing from 
such: an action. 

MAS PATTIELO: Another thing, if Lt were 
Me070sd tiki 2 Woe advisable to do so, <could-it be 
converted for the purpose of carrying crude rather 


than products? 


MR. ASH: At the sacrifice of carrying products. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


DU Peele aot Yes, but I mean from the 
engineering point of view, there is no problem in 
carrying crude rather than products? 

MR. ASH: It can be done, engineering- 
wise, but there are many economic problems. 

Mini e a el LS IT am going to come to all 
those later. I just wanted to get the general pic- 
pure now, 2f Lomay. 

Now, has Shell any interest in Inter- 
DroyeiclalsPipe Line? 

MN.) ASH: No, ‘sir, 

MR2 PATVILLO: Have you ever been a ship- 
per over Entverprovinetak Pipe Line? 

MR. ASH: NOy. Bers 

Ti ee Cae What is Shell's interest 
in Trans Mountain? 


MR. ASH: 8 per cent, plus some decimal 


ME. TRPATTIGEO: Are you one of the companies 
iia iS tened wericieney agreements So -rarvas Trane 
Mountain is concerned? 

MR. ASH: Tes y Vel, 

MR. PATTILLO: HaAGs ” DNe IW MeVer sn oped 
over) Trans: Mountain “s® line? 

MR. ASH: vee. 

MR, PATTTLiLGe To where? 

MR. ASH: To Vancouver and to Anacortes, 


Washington. 
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ANGUS, STONEHOUSE & CO. LTD. US ol 
TORONTO, ONTARIO — 


Mrs. PATLIILLO: At the present time, hav- 
ing to do with your Vancouver refinery, are all its 
crude requirements coming over the Trans Mountain 
Pipe Line? 

MR. ASH: Yes, all its crude. 

MRA PATEL: Has that refinery been in 
existence for some years? 

MR. ASH: Very Mamy V6ars seat ecourse, 

i Startedivery stall, sir, and did not get to. its 
present size until just a few years ago. 

Met Ane LO: Prior cov lvens, Mountain 
rape tine, Wasteli1 acs crude imported? 

MR. ASH: Yes. 

Mn. PALO: From where? 

MR. ASH: From California. 

MR. PALL LLG: Now, the Anacortes refinery: 
how long has it been in existence? 

MR. ASH: About 2 years, sir, I believe. 

MES Se AU TEGO: And since its erection, 
has it acquired all of its crude requirements over 
the Trans Mountain pipeline? 

MR, ASH: No. 

MR. PATTILLO: Did it at any time take all 
of its crude requirements over the Trans Mountain 
pipeline? 

Mi. “ASH: Yes, it did. 

MA. SPATE: When was that practice dis- 
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iy 


MR. ASH: Last year. 

MR - PAT IELO? What month; can you tell me? 

MR. ASH: No, Lnwearrarcde cecenm bo, ai., 

MR. PATTILLO: What is the present situa- 
Dion coday?T [6.20 svidl ‘pettine part’ or ts require- 
ments only over the Trans Mountain pipeline? 

MR, ASH: We are not absolutely sure of 
Wess, Gaeures. sar 0 1s nov our company, but the 
Droportionswars,~roushly, “nal Lt Tel*taeing, au vie 
moment, 10,000 barrels a day of Canadian crude and 
HOSSLDLY tCWwaece “Nateamount of Calirornia crude. 

HA ear EL LO.e Or California crude? 

MR. ASH: eon 

Mi: PAT TLELEO: When you say California 
erude, you mean produced in California? 

Mine ASHES) Se Lemeen=producea in’ Calirornia. 

Mis «PATEL LO: Has this refinery in Ana- 
cortes at any time, to your knowledge, taken what I 
wouldm¢ail tanker crude’? 

Me, ASHE California crude is moved by 
tanker, 

MR. PATTILIO: It is moved by tanker? 

MR. ASH: Yes. If you mean foreign, non- 
North American crude, sir, I think the answer is 
no. 

MR SP ALO What about the refinery in 
the San Francisco Bay area? Did it ever, to your 


knowledge, obtain crude shipped over Trans Mountain? 
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ANGUS, STONEHOUSE & CO. LTD. JIcU 
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MR. ASH: 1 think, in the Suez crisis -- 
I am wrong, sir. We did not, apparently. 
MAG Ar AT TL: YOuSGLmINoG, Borrar as you 


now? 

MR. ASH: We have never shipped Canadian 
Cruce tO-tan Francisco. 

Ma, -PALTTIDLO: Do you know what I mean by 
BASE OUrT Corner sr areca’? 

MR. ASH: ['m sorry. Would you mind repeat 
ing that question? 

ie eee OT EO Do you know what I mean 


Dy) tie. Tour, commersvaréa? 


A 
4 


MA ASH: 


en. 


k 


ME Pe CELLO: fs there a pipeline peing 
puLLU thatris*’ just about ready to. come into operation 
TOME ties mouUcreornenn arcagpo Calipornaa: 

MR, ASH: Almost finished, 

MA ee Ti : Has Shell got an interest 
in that? 

Pea SH Ves; 

Ma SEAT ERO: Is Shell the manager of 
that line? 

MR. ASH: hell Pipeline Corporation of the 
United States is manager of the line. 

Ma eePATTLIELO: And that would be an 
affiliated company --- 

MR. ASH: A subsidiary of Shell Oil Com- 


pany, the Delaware corporation I mentioned earlier. 
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ANGUS, STONEHOUSE & CO. LTD. NS 27 
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MEG PAL LdaOs And that pipeline is going 
to ship oil from the four corners to where? 

MR. ASH: To the Los Angeles area. 

PASS r Arle Ly And it will supply, amongst 
others, the Shell refinery there? 

MAyehouy? thao Le correct . 

MALS PATTLLEOS Now, does Shell import any 
products from Canada? 

MR. ASH: Yer, oir, 

Mie PAT TEEON Where? What is the place of 
importation? 

MR. ASH: We import heating oil in Eastern 
Canada. 

Pine PAT EUDO: inte Montreal or into Toronto? 

WR Apne inco Montreal and! inte, Toronto, 

Ma PATIT LUO: And is that imported from a 
Shell refinery? 

MR. ASH: No", six. 

Ni Paleo. nae. 15 purchased trom vhird 
parties, is that right? 

MR. ASH: pig ase eo. 

Mi PATTLEG: What quantity of heating 
Of. AO Vouvimport, in barrels a day? 

Pinte AS: Lhave some figures, sir. May 
Denny this over to Men AiLtchie? 

MR, PATTILLO: Certainly. Any question 
that I ask you can direct to anybody represented. 


WAS RITCHIE: Are you wanting the quantity 


— ate 


i ah 
gcse 


iterrindh a ig 


aj ' 7 
had Ke tots Be F pb i 


oa ia ie : 
oir: 
3} st OA rai ee ; 


” 
‘ 


pe ht’ 
TS 


sOLIT9 


TAT: : aM, ae 


Th He a ap ve 


aa lgaepé art (tay 


\ Per. ae) 


estduag 


“SHBAE it 


+ st 
7 ariied: ae toque yoy ob 
s ovush- OPERA REIN. se 
ta he, eee “ a 4 3% ™ : 


me Mpaviog eh wi on ove, ects cea rt 


acitéeeyp yaa eluted : $3, 
_ mY 


- bod maneuqet wots of oobi 


pens 


a 


[otitnayp ai anatase Noon i &: 


, a : ‘ : ¢ 


i - 
it) 


4528 
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we imported in 1957 or what we think we may import 
in 1958? 

Mn, PRC. LE? Well, if you have got them 
both, let us have them both. 

MR. RITCHIE: In 1957 we imported, in 
Eastern Canada, a total of 2,150,000-odd barrels of 
finished products. In 1958 we will probably import 
ernie, Order oe ee iit LON barre is. 

Mir. “PRT TLUUO : Can you break those down for 
ne. li, Nlechie, as. tO Wiet tp ise 2 millions of? 

MA Cues Yes, there is aviation 
gasoline in the order of 540,000 barrels; heavy fuel 
in, the order of "750,000 barrels; heating oi] in the 
order of 300,000 barrels. ‘That was in 1957. 

pices oe LO: And those proportions pretty 
well continue through 19538? 


pee, Te LChre. “hournasy. 


ata ay 2d lal eb Any Sieniticanvy charive in 
any one? 

MS RPECHTE: Not sien Ti cang, 

MA. “PREPLELO: Now, Mr. Ash, you have said 


wiat you do not consider the proposed pipeline from 
Alberta to Montreal an economically feasible proposi- 
tion and you have suggested that the producers in 
Canada would be up against very heavy competition from 
Venezuela and the mid-East if they did attempt to 

put their oil in there, 


How much is it costing the Shell organization- 
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and I am using the word ‘organization’ rather than 
“your company’ because there may be bookkeeping 
matters that I am not interested in -- how much is 
it costing the Shell organization to put Venezuelan 


OlL Into, Montread,—Jaild. down, per barrel? 

Micon e geet Ow. SL, 1s what Lo is 
costing us, meaning my company. 

he eee ae ad he BR Well, we will manoeuvre 
this around somehow. What do you mean when you say 
LG Coste you? 

MR. ASH: Mea Veds LDU Cy OvVeryLO.iie. sha Genie? 
We have figures here. 

Mn. PALTTILLO: Lert. 

Ni ioe or Lis? We currently run with Mesa 
erude, which is a 30.3 prerogative, a Venezuelan 
erude, the only Venezuelan crude we are currently 
cunning . meer Jo.p, Voadine port Ls 2.790 and, at 
U.S.M.C. minus 40, that would lay down at 3.07 3/4¢ 
a parrel; Cansdian punds’, 

ME... PAPTTLLO: Mr. Ritchie, when you give 
thet 0.0... §OC0LMe, Gort, 18 what le pes ved aneice’ 

MR. RITCHIE: Lae ee 

Mites PATEL LLG: That. is not much help,.is 
it, Ln what I want to get at? 

How much is the transportation cost, per 
barrel? 

MR. RITCHIE: When you talk about trans- 


portation cost, are you talking about the ocean cost 
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Poe PAUL OL: Let us take the full trans- 
portation cost and break it down. 

Nee AUP CH La Well, I will have to do some 
acdition, if you want it that way, sir. 

Let me tell you what the elements are and 
somebody can check my addition. The ocean freight 
at Uso.M.0, minus 40 is & .246. The cost ef transpor- 
tation, tne terminalling’ at Portland is 2.9¢.° “The 


pipeline allowance is 1 1/2¢. The pipeline tariff 


on the Portland pipeline is 6¢. I add that up as 


Nome oral bein Uso Suns) Mey esireu rd 
Me Converted into Canadian funds, to whichiyou nave 
vo add the Canadian tariff on the Montreal section, 
which is 3¢. 

Me. on Lt The Canadian tarifr? 

Mn. RITCHIE: ne Portland-Nontreat) pipeline 
Sonsisus Of two companies, Splitting at the border, 
On Wicd unere Ls a Uses, “varitr for mine Porviand 
section and a Canadian tariff for the Montreal section, 

MR, PATTILLO: CHA. SOU it ie eSoe- see 
funds and. 3¢ in Canadian funds; ie that.2%? 

Me oR UTCR TEs Yes, sir. 

MR. PATTILLO: Now, how long is this 
Canadian section of the Portland-Montreal line? 


MR. RITCHIE: I think I can give you that 
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information, sir, but you will have to wait until I 
die it ouv, here. 
MR, PATTILLO: IT also want to know the 


length of the U.S. section, please. 
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lst MR. RITCHIE: The total mileage from Portland 
to Montreal ts 236.7. I am afraid I cannot give you 
the breakdown; the information should be available. 

MR. PATTILLO: Which company is the subsi- 
diary of the other? 

MRS RETCHIE: he American Company is the 
subsidiary of the Montreal Company. 

MR. OPATTILGLO: -How Long has this company been 
Wreoperavien; this pipeline company? 

Mia. KOCH ES- Tt was bute during’ tie war 
to overcome the menace of submarines into the Gulf. 

MR. PATTILLO: What was the invested share 
capital ? 

MRe. RLTCHLEs: Exctse me,’ Sir, to answer 
fully your previous question -- it was constructed 
ane ame operat onuin COG1l OAL ShAt timed tewase ante 
inch line and subsequently it was looped throughout 
so there are now two lines; one 12 inch and one 18 inch. 

MRS. PARTILbO:* Can you’teli*mey and’ L am 
not asking you about earnings retained in the company, 
I am asking you now what was the invested share capital 
im twoval dotiars? 

MR, RITCHIE: You will appreciate we only 
have an 18% interest in this and I am not sure we have 
alvithe “information available: 

MA SePATTILLO, -eWhich. interest 1s the more 
substantial interest; if they are going to be here --. 


MRY RITCHIE: You ‘could ask Portland pipe line 


' 


Vy a 
| eB Lge ainda | Hint os ee 
if Baa ota nee ace tht. bei ; 
DF ) A un ae ae 
. | Spree ae hee gk eee a ‘eee 
tai he ay —) al a aig Ee . ; Me . 
a poy evia worn £ ® aa rie: t. ra 
, a i ih 

_¥ death ee tone : : 
a Se aE Pen aes oe 7 

A Sloe Stave oF Bivens bh eh THe ‘oe » 
6 Me : 

4 > 


| SAGGe oA? oe Ghagaey wenw nner rae he i 


, pay Ei - ‘ Foes tus : oe i r Par <2 Ss on “2 rei ar 
/ BG oid Ree wot WOH “ORCAS Se 


hele geet nee , CS mn ~F 5 a yes Oe a lee o, ee i we one 
“Shee. Tiserd iw SE tt Pa ere West) 


sysaqios sytlaqiq ame: sno tex oqo et. 
i 


Poker As” (cunt art avs nee eee é : 
ee en re +e galing ae ae - Pa aa be 5S a ae tp pe tees ee FS — 
J a aes STi EAHAD 2, BOR ie Siig SAS AS] a 
t Bak ae, by ener e er iced 5 ee = mie ty Te & Pe pat Bete! 
~ ei oe iw <2) reat iy SOLIE EER y oxee ee 
De te 3 hs 
& <p SPR sae, ; 
| S aetl EAEG O 
; oc aS ig ae oe <3 AAD a ¢ es > = we + 20% te “et . 5 
1 4 -@ Sy “-S re zi, i ae b-5, i. £ wey oa vy fi uy j 
; “ ; 
© Oe ak 3 ” rE 
rar . ~ a . re - 
\ “ BID @NOLV SY AIOY aac 
4 re ‘egetll 1 
4] ae t CE Sey Z = = ee 
2 : aw Owes ee | ope ye mre fie 8 rn i + riba: ta ® ‘S 
aie ip a re OL fo ek 8 Br eS AE: pee 
7 4 
; > eat U "hi Lm > P 


opt” Mi ayo bri’ onl Si sae- Seele UOWe rae ee ee aS eee 
¥ aa ; 


a ce abe om ' a. oy 4 ah phe f oy ae ew co } ihe rst ts AG ce 
: LD RAs: (e228 ¢ Be ‘ > eae og dela me ’ ery 


rar thee ee q a f od oa “ Pas pm 3 > | °) ee > BA Bet ‘ Cae | mm - & “4 _~s al ‘ 
'* ’ rid AZ 7? a "i kee ‘ MEE j (isa Jue 7a hl é aoa anil. ooas f p 
2 : 1 oe j 


SU TRUE ORE pee RN teh He Mes : . 


ae oe rope ER Or Were fie ag ee Ny Sy he ae (is trea i or. -_ 
Wits es) enron harlbyad esasttise soda 136e anines: Fon, a 


i 
i] peo res, im i) f 7 
coe se ak wt © - 
s & : at ae an bi sd ay “ _ ‘ tin f nA 
f T2041 ) BSBNh O8FeeViD ents arty WON LY pr tNea mas EZ i. 
f ' 


| i 
: Sten nnd Lob: hese at | . 


Ulin’ ow sd hasta Llbe t ~ ‘PTROPER. FIG, be 
«| 


wi ns eed f 


- ait? a : rho iS rs Ta 7 
ce Vary aw cere J OT me Loe Salt Ae sueeadians 
, a ae 


a - 


fy 9 


bis Pere nok 


7 ng) SP Fe Pp ey de ss 7 * , <*€ Ta ra “8 
stom sit te oe Arai 


cory | 


ANGUS, STONEHOUSE & CO. LTD. 4533 
TORONTO, ONTARIO 


Montreal pipe line intend to give some capital data 
which will be available to the Commission or you 
could ask Imperial Oil who have double our percentage 
interest buo I will try to answer any question you 
put to me. 

MR. PATTIULO: Could you tell me from the 
material you have if you could give us the apgregate 
monies invested by the shareholders in this company 
per shares? 


iy cri ONO*F bo Gannol Cive you. than. 


The invested fixed assets are a little over $37 million} 


MA. PATTILLO: You mean that is the capital 
COst of Cie iore and aos facili tics? 

Mes Ores ed 6 orl ee. 

Ma. PATTING: Well. perhaps you can give 
me this: how much did Shell pay for its 18% interest? 

MA, Ovo No. sic, L have: nov thar 
regure Were out f Can, ObVicuUsly, @eU 10, 

NR. PATTIEOC: Can you tell me this: mas 
Shell received any return on its investment in this 
TIne: 

Mie Rl Clb oon tne) tnaetlal«~staces where 
were, I believe, two small dividends paid of $10 per 
dhare: that was 1926, 1927 for a total of $14,400. 
Wave 8 nor to Shell: that 1s. the total paid out fo 
all companies over those two years, 

Me. PRTTILLG: Has anything peen paid since? 


MR. RLICHIG? Nothing paid since and in 
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addition there have been substantial borrowings to 
buy Portland and Montreal pipelines to generate 
the “cash necessary to put in additional facilities. 

MR, PATTILLO: Can you give me any help 
on the retained earnings of this company? 

MR RITCHIE: I believe, sir, all that in- 
formation would be available when Portland pipeline 
give you their data. 

THE CHATRMAN: Is there anyone in the room 
PrOmePOrulandspipe fine % 

Mee LICnins “Notethat.. am awarened - 

MR, PATTILLO: Have we anybody in the room 
wiaGe nasethis information available who may *pevappear-— 
INeeOne the SBvand ataua Later time? 

MRio di cHY HAMILTON, Q.C. (Imperial O11): 
Mr. Chairman, I am not just sure what information Il 
have; I would have to check to be certain but 1 have 
certain information available. 

THE CHAIRMAN: “Mr. Hamilton, have you @ 
balance sheet and profit and loss account of the 
two companies either consolidated or a legal balance 
sheet of each? 

MR, HAMILTON: © Llewild have to check, Mr, 
Chairman. I am not certain just what information I 
have, 

MR. PATTILLO: Mr.oRitechie;, you have told 
PM avouL this Cost lof transportation. when part of 


the transporting is done by the pipeline. Can you 
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mM 
give me any information as to the cost of transporta- 


tion when the tanker comes directly to the Port of 
Montreal? 

Mage OLR Lee Snat 2s nou our normal pro 
cedure on Venezuelan crude and we are dealing with 
Venezuelan crude now. 

MR. PATTILLO: All your Venezuelan crude 
foes to’ Portland? 

Mi en VigHibes woihe conly tame ac woes) net go 
to -Porvland is when «either, “occasionally, due to poor 
Gnaracterustics. Or the crude it isimoet eeceptabie 
Str tror nieuwe orm for wreasons omenabil iby oh) capacity 
or scheduling or some other reason but the amount of 
Venezuelan crude that has come around to Montreal 
has been negligible. 

MASMEAREEEO: svAndisyou Havernor Yany cacures 
you Cam compare asi to the differences in the cost of 
putting in the crude? 

Mey RRCH Le SYeorme canttre ld. soured eyo 
by-pass the Montreal Portland system and bring the 
erude direet to Montreal at a tanker rate of U.5.M.C. 
minus 35 the cost of’crude laid down at Montreal 
approximately breaks even as against putting it through 
the Portland system. 

Me. PAT ERLOe So wha pan usines the Portland 
system, your transportation costs are higher than if 
you by-pass and came in? 


MR, RITCHIE: . That is not necessarily correct. 
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You are drawing an inference. 

My PATIO: le only gout thas from, Mr. 
Ash's brief where he said tanker rates were really 
lower than USMC minus 40. 

Ma. RITCHIES Yes, buat on the basis of 
saying that USMC minus 35 is a break even between 
mole through or going, around. ID you eo around 
the Portland system, there are some earnings in the 
Portland system which your 18% interest would -- in 
Other words, to be exactly on the same basis, you 
would have to take into account the earnings you 
would have out of going through the system and I 
cannot give you exactly how low the rate would have 
to be to break even; that is subject to calculation. 

THE CHAIRMAN: That is something I was 
trying to Tind out and you have nov. been able to 
tell me so I was going at it the other way. 

Now, let us come to the Middle East. Is 
the Shell Refinery at Montreal presently importing 
any crude from the Middle East which is owner-shipped 
by the Shell organization? 

MP te ilies | We NOC, 

MR, PATTILLO: What quantity are you bring- 
ing in from the Middle East? 

Me RITCHIn: “inthe order of 30) To) 42 
thousand barrels a day. 

MR, PATTILLO: How long have you been bring- 


ing in such a high proportion of Middle East oil? 
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MA, RIiVCHIE: The proporcion 1s higher 
currently than it has been. We started out with 
completing our facilities to enable more run, with 
a level of 25,000 barrels a day. 

MR, PATTILLO: When was that? 

MR. RITCHIE: Approximately two years ago. 

MR. PATTILLO: Has the quantity been increas- 
Ineo racvally Ever sence 7 

MR. RITCHIN: We are up to 32,000 barrels 
and it has been increasing gradually; that is right, 

MR. PATTIELO: Please give us the figures. 
Rirst of all, can you tell us what it costs the 
Shell Orecanivatron GO puL a barrel of crude vol ince 
Montreal? 

Me ere eNO, Bi, 

MR, PATTILLO: Will you tell us what it 
ecets the Shell Company of Canada, Lamited for a 
barrel of crude oil from the Middle East? 

MR. RITCHIE: We pay $1.85 which is the 
going posted price leading at the Persian Gulf for 
Kuwait crude group and FA rate. The reason I quote 
these rates USMC minus 40, they are the rates we 
have used in the brief. At a rate of USMC minus 40, 
that would lay down through the Portland system 
at $2.99-9/10 Canadian at Montreal. 

MR, PATTILLO» Through the Portland system. 
We can break that down from the figures you have 


given us before as to how much of that would be water 
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transport. What is the laid when you bring a tanker 
directly into Montreal of Persian Gulif? 

MR. RITCHIE: Well, sir, you Nave to, again, 
determine what rate; but if we talk about the same 
type of rate the cost of tankage from Persian Gulf 
tor either Portland or Montreal is abou “Lhe same 
quoted at USMC rate. Is the Commission aware of 
what the USMC rate bases are? 

Maw? PATDPELLO: Yes. 

DRA RLTCHiEs “‘therrave anvdollars per Long 
ton to Portland is $13.05 and the rate in dollars per 
long ton to Montreal is $13.20 so you have a 15¢ 
differential per long ton. The Kuwait group has 
a pravity of about. 7.385 per long ton S0 you Can s¢e, 
roughly, there is a 2¢ differential at flat USMC 
coming direct into Montreal against going to Portland. 

MRO PATTILLO: “As Opposed’ to a nine centr 
cost as transported over the pipeline from Portland 
to Montreal, 

ie Thich Mihat- Se*correct, “Tre cosu 
of going through the Portland system is hve cal. 
U.S. and Canadian plus the loss allowance and salvage 
value of the crude, the system cost is 124¢, 

MR, PATTILLO: So it is 2¢ opposed to 123¢? 

Vin, “ROTOHLE: « That 2s" noo quite correc. 
either, sir, because if you come direct through 
Montreal you have to pay a slight wharfage charge, 


which wharfage charge, as in New York, is part of 
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the cost of the operation on the Portland system. 


MR, PATTILLO: When Shell uses its own 
tankers for the purpose of transportation, does it 
find that it operates at a profit when it is charging 
the rate of USMC minus 40? 

MR. RITCHIE: Are you talking about Shell 
of Canada or Shellie tankers? 

MRA? PATTILEO: > oheltl organizerion, 

MR. RITCHIE: There are two separate rates; 
frankly, I have no knowledge of what the cost of . 
phell vankers Tleevoare, 

MR PATTIGLO:r According tothe: pried wicome 
of the tankers in operation are owned by Shell Oil 
Company of Canada, Limited; is that ‘correcu? 

MAS"HITCHIES fhe Ves coprece. 

MR. PATTILLO: What have you found out from 
your experience in the operation of those tankers? 

MR, RITCHIE: ‘These three tankers,’ sir, 
are T-2 tankers which were acquired just after the 
war. We operate them with Canadian crews under the 
Canadian flag at some penalty, I must say, to Shell. 
We think we are being good citizens when we do this. 
Ou cost 12 inf “ene sorder of USMC Minus 35 which, or 
course, is slightly higher than the cost of minus 40 
as given inthe brief. ‘Thé current ‘cost of our tankerp-- 
in comparing the cost of crude laid down, you have to 
take what the current tankers are worth. In other 


words, if we were not utilizing these tankers in our 
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own operation what could you get for them in the out- 
side market? We consider USMC minus 40 is con- 
servatively on the high side. We have put it on the 
high side so that there will be no contention this 
factor is slanted towards having low crude costs for 
piel Oi) Canada, 

MR, PATTILLO: In your experience with spot 
charters, have you had any spot charters in recent 
months, this year? 

MR. RITCHIE: We have. 

MR. PATTILLO: What are the rates? 

MR. RITCHIE: We have had them as low as 
minus 65, Lt might amaze the Commission to learn 
there was a distress shipment yesterday fixed, I 
believe the name of the ship was Arabian Maru, which 
Was iilxed on the Persian Gulf to U.S. at USMC minus 
80. I had never previously heard of minus 80. I 
Chiy @ive you thav to give you some idea of the 
distress market in which we are operating; it is 
really not relevant. 

MR, PATTILLO: Can you give me any help 
about long term charters that are being negotiated 
today? Have you any experience as to what the rates 
are for them? 

MR. RITCHIE: Frankly, we have not any exper- 
dence ourselves but we did ask a very prominent New 
York broker just in the last two weeks what we could 


get five year charters at if we were to go out and 
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fix a charter at the present time and he assured me 
he would be delighted to take orders for as many 
ships as we would like at USMC minus 55. I was 
surprised, frankly, that you could get a five year 
charter at as low a rate as minus as 

MAS, FATTO: Mel, Chairman, 1 thank Chie 
mignt ve a food place to break for lunch. 

THE CHAIRMAN: Gentlemen, we will adjourn 
tne hearing until 2 ofclock this afternoon in this 


POO. 


-~--Whereupon the hearing adjourned at 12.30 p.m. 
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---On resuming at 2.00 p.m. 


THE CHAIRMAN: Gentlemen, we shall now 
resume our hearing. 

Mens travel co? 

MA. fal PL. I neglected this morning to 
get the gravity of the Middie East crude. 

MR. RITCHIE: The gravity of the Middle 
Paee eros Jee5l, 3771/2. 


MR, PATTILLO: And the Venezuelan crude was 


MR. RITCHIE: The average that we receive 


Nee PARTTIME: Can. you. tell me This, Me. 
Biccnte: what Ls the tariff of this private pipeline 
trom Montreal to Toronto? 

Pin, felt i: That is something © couldn't 
Lele You Perause oO tarliir 1s neLinerm pubileied nor 
established as such. ‘This is private pipeline facili- 
ties. It is owned one-third, one-third, one-third by 
the three companies, and the facility was designed 
originally to ship Montreal products throughout the 
system. There has been a transition with the increased 
capacity of the British American refinery at Clarkson 
and with the Regent refinery having been taken over 
by McColl-Frontenac. (‘hey are shipping in areas in 
the western part of the line that were previously sup- 


lied out of Montreal, now supplied out of the Toronto 
a ae 
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area. The arrangement in Trans Northern is that they 
have a thigd of capacity anda third of. the fixed 
cost and pay a proportion of the operating costs de- 

@ 
pending on the utilization of the line. Where the 
product goes and what the company indicates is its 
cost to the various areas depends on what that company 
wishes to charge. Have I made that clear? Loe oe 
most unusual arrangement, I. must say. 

ME PAR ia Lt certainly sounds it. let 
me put this to you: based on this arrangement, which 
Eom nov very ¢learcwon, what. do you say 1t 18 costing 
onelil a barrel to move its products from Montreal into 
LOronto Over Tits vwline? 

MA RLLGCHLEs isan eirairg ol can senewer 
Vigtaeette siae reason: 1.can't. anewer that, 2) bs 
just the same if you are asking what it costs to re- 
fine a galion of gasoline. Unless you establish 
some other very basic data, I can't tell you what it 
SOsvsnbo- send. it. 

NR. PAPEL Well, I am prepared to per- 
mit you to make any assumption that you wish as long 
as you explain to the Commission what the assumotion 
Ls. 11 that would not be convenient to you, lev me 
nut 1C Looyow this way: “what were your annual azere- 
gate costs paid towards the operation of this line 
in the year 1957? 

MR. RITCHIE: Lirerret, ciri== Lb probably 


can get this.information for you, but I have not 


fh taal ‘em 


oe be css Ee 
.¢ i" " 


| | | nae 
aa sata ye eviied bia 2000 


: 
"i 
oS 


t re . Preis! 
Ve are ee Seay P| are ee Oe 
a ; f : | i aed Oe dy ne Oy ah siog 


: ‘ iW . y z 
i = ; + «i *, — ’ sk» p * 
} sf Ey ay Aas a oy | PAC eae ane dyarherrey 


‘ 
rh 
| e fe) Sy ering 
ak y+ a or ae’ ave) =f ; 
; 3 \ ¥ ver} a a 2 oD 
at 
: = 
} : ‘ Fie By pee - ” a 
“ _ « SIRT ’ 2 | cle ne z 
Ub 
t ; . bare ‘ 
bata a i * 7 
2 : I is Ria GON 
“a 7 - } ‘ a 
. “3 =f) > 7 hs ‘ 
ty, 
: i] 


: Se ae | t , ne * aa To ‘| 
Lo Rasv fan m5 
y 
tise ‘ . . ri ” r c ? 
oe P 2 Fi e vettayy 2” 5 
- i - te f 7 Fi 
aty Meee |r So BL Vice 
7 
ria ri 
. he at PS 
2 Jats Pap 3 bo Pig 
3 , 
iv 
cu : 
z we = hey 
t ‘ i! 7 “) 
> X A, : - a ~~" 
das ‘ aire ae san 7% 
™ ' SE 
. A s@ tte ey 
~ 
z 
« : a ‘ = 4 »™ 
Xe! ee 1 es spl-i 
‘ 
a ee) . "pe 
5 is » re ene | a a j 
t 
s | eee ae ee “) y a ¢ 
4 ate pe. be a et 
v 
0 e bee iy eS aE | 
wir > 9 x « ae we 
7 
- | 
he: : 2 ‘ i ‘ 
oe) ia Lae che j 4 , 
' ve » 5 a o & od 
A = 
Y nts a r q e , + ta ah a Lv ioe ‘ 7 
ist ! a = 
‘ ‘ 4 = eels an Le f, aw gaa 
a 7 = cS 
a r ‘ 
. a Bb 4 é ; feat) I i yf Fue , x 
Eh) J ul aw sei \ we 6 a ra re EAN, 4 
hae ; 1 


* 


, ' 

; ‘a 

: v6 J ‘ ue o Gi att + sf m M a Oo “Sei a aay dt: ty tm Be 
’ 


; ? 
Pare ey en re oe keen — ‘ daw, “ge pk 7 
| me ay ate NOY ave eyo e)) + Mie te uGy ei 2 
h be vi 


j~ 
an 
- 
se 


ieee * : " a o . oye a ro Agent ay o ae . ; . a 
“ay y kid oat. F Ra Pe ~ ts +2% Did *s PUES yas Tp ow MK eaves hah ¥ oaths 4 ag Stson ad mg. P ce i , 


fv at) 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


4. 


got it available. 
Mai, PATTIULO: What I would like you to do 
is to get the aggregate annual costs to Shell of 


operating that line for the year 1957 and the aggre- 
gate amount or products of Shell which went over the 
line in the same year, and if it would be incorrect to 
divide one by the other and came up with a barrel cost, 
then I wish you to explain how the calculation should 

be done. I think some of the questions I will be direc- 
ting to you in a few minutes will make it very obvious 
why I want to know these things. 

Mea. RETORIE: Rie. 

Min, PA SOLO: Now, we had evidence given 
to us the other day by the Home Oil group that the 
finding and development cost of oil in the Middle 
Hast was 1/e¢ a barrel. Do you know whether or not 
that information is right? 

DEY eat Crs L haven't any idea whether it 
is correct or not. it seems Jike a very nominal 


figure. 


eat 
= 
a 


te Neg iA eR Oe Has anybody in your group 
any idea? 

MR. ASH: NG. sk. 

Mn, LAr: They also gave us @ figure 
of 14¢ as the finding and development cost per barrel 
of Venezuelan oil. I am sorry, I thought they had said 
40¢, but I read the transcript and it read 14¢, and I 


thought I had misunderstood it. Let us take it at 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


4545 


40¢. Have you any information on that, Mr. Ash? 
MR. ASH: This is a finding and develop- 
ment cost, sir? 


MA, PATTILLO: Yes, please, 


MR. ASK: I have some very rough figures 
Aon ope Lam - airaiad © mishneard you on your previous 


question; I thought you said refining. I believe that 
the lifting cost in -- no, I don't have the figures. 

i could pet 1G for you, but Ll haven't the exact 
P22uUres.. 

MR. FALTTILLO; Could you get the Middle 
Bast figures too? 

Mi. ASH: The figure I have -- I will try 
tO Get it for you -- may be some guide. Your produci - 
Ditioy er well, Ol wien your cost, of course, 16 (a 
PUNGuLOn, 2.1 Usaneds 1s roueniy ¥5 barreis per day per 
well, and in Venezuela it is closer to 250 barrels 
per day per well, and in the Middle East it will be 
several thousand, probably close to 4,000 barrels per 
day per well. 

Me, PAPEL: That isn't really helping 


me because --- 
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— 
E 
cv 
* 
™|! 
mt 
hH 
2° 


L con't nave the Lifting. cost 
VieuUree . sait sd ci SOL ry, 

Mi PAPTLLGO. Have you or anybody in your 
company ever given any thought to what the situation 
may be when the St. Lawrence Seaway is opened up as 


to the feasibility of moving Middle East crude or 
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ANGUS, STONEHOUSE & CO. LTD. USUGE 
TORONTO, ONTARIO =f ; 


Venezuelan crude right into Lake Ontario? 

MR, ASH: 7 WE Ah GUE I OVER Co. S. 
Ritchie, sir; but the average depth of big tankers, 
which would be an economic way to move such crude, 
is greater than the Seaway can accommodate. 

MAR (Pel PL oie: You have apparently looked 
1HtoOr ie Thao muchos Mr. ASh. Whet 2s The average 
depth of the big tanker, loaded? 

MA. RiTCR LES Me. Pattiilo, the St. Law- 
rence River system up to Montreal has a channel of 
35 feet below datum, At this time of year you general- 
ly have high water and there may be 5 feet above datum, 
so the net channel would be 40 feet. But if you were 
to bring large tankers in they would have to be lighter- 
ed even up to Montreal. The largest ship that we have 
brought into Montreal was a 32,000-ton ship. The 
draft of that was 34 feet 9 inches fully loaded in 
Salt water carrying Kuwait. .erude, When it arrived in 
fresh water, taking into account the bunkers that had 
been used in the meantime, it was 34 feet 9 inches, 
fresh water. You need at least 3 feet between the 
vessel and the channel for squat and for safety, so 
this ship of 32,000 tons, without jlighterage, would 
have required a channel depth of about 3d feet. 
This ship was lightered. Going through the canal 
system, the canal may possibiy have a maximum capa- 
eity of 27 freet. I think you can readily understand 


that to take ships for a long distance, even though 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


they are specially built 
would not be economical. 
MR. PATTILLO: 


a 


which you are using at 


their draft? 


salt water have a draft of 
er we operave the T.2's. on 


a 
w 


the amount of bunkers used 


ships 


YSN? 


with minimum draft, 


What about your T.2 tanker 


present time? What is 


2c tankers fully loaded. in 


tT) 


30 feet 2@ inches. Again, 


a much shorter movement 


BOG 


tenor ae ereau: 
would arrive in fresh water with a draft in excess 


or the draft it started with at Montreal, with a 


qdrart of 30 Feet 9 inches, and they could. not, of 


course, be used in the St. Lawrence Seaway system. 


MA. PATTILLO: Do you agree with me, Mr. 


Matchie, that Lif the Pinging, development and Jifving 


cost of Venezuelan crude is the figure of 40¢ that 


Was @iven to us the other day, and if tank prices 


remained ae tney are now where you can get long- 
term charters of Ulo.M.e. minus 55, you would: be 


able to put V nezuelan crude into Ontario at Clark- 


son or Bronte where you may be going to build your 


refinery at a cost less than Canadian crude moved 
irom Alberta to Port Credit? 


MA. RLTCHIE: The inference that you 


are suggesting that with a lifting cost of 40¢ and 


transportation, the way to put it in would be cor- 


reet it you didn't look at any other Tactors, Mr. 


CAUCE But I think we estabiished this morning 
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ANGUS, STONEHOUSE & CO. LTD. ( 
TORONTO, ONTARIO 5 To 


we are buying crude at the f.0.b. price of $2.79. 
Di PR cp 2 il gl HO Well, if you look at the 
Shell organization as one big organization, you 


agree with me that is merely a bookkeeping entry? 


MA. ROTGCHUR: NO, eiLr,y L. arp.airaco’ 2 
have to differ with you. If you want to look at 


Venezuela or Creole or anybody else there and say 
that they are making exhorbitant profits, then ob- 
vViousiy you are at liberty to do so; but the lifting 
cost is one thing and the cost that we pay is some- 
thine entirely difierenu, There ere substantial 
eovyalties, for instence, that have to be paid plus 
ali the other items. I can assure you that that is 
Dayine tne normal wo .b. price, Perhaps there may 
be a2 reasonable profit in whatever company is opera- 
ting in Venezuela, but from the standpoint, I would 
think it would be uneconomic to move Venezuelan 


crude into the Montreal area with the St. Lawrence 
Seaway system even if we were contemplating doing 
such a thing, and we have no idea of so doing. We 
are intending to build a refinery at Bronte and are 
intending to use Alberta or Saskatchewan crudes. 

Pia Peel Ei Then you would say, as you 
see the problem, that you don't think that Canadian 
oil landed in Toronto may fear the threat of com- 
petition from Venezuelan or Middle East oil put 


there? 


a MR. ASH: Yes, sir, that is what we say. 
B 


s 
| : : RY ‘pis 4 bet 
‘2 nef i eared as Wot 4 IAL +i « ie a> 203 " a M A 
; a ih vy | 

Lu i Prey oe wii Bes Lod >] Bu i *% ist i 7" #9 na isegro Re net 7 
f 4 Lat U hae . VI es 
VEIT YA geet By Leper ai i pie bee ate an Ao 

hit: : es) ig t 


we Oue 


ie aottan gts yess at 


re . ie ny ~ 7 ~ ray ad Oo ae gh ani Pe i oy _ oe ah 
oG sl Qe BW Tee Ceee ent Sie aay “a ez +809 


mn r a than hs y ; : iy ae pe ee pet OS. ae, i> 
te ha ede SA ees ao AEE a i ti 4 OR Pe be ee MS aL pasty 


* . 


a 
“i 
+ 
of 
, 
. 
t 


ae al a‘! 


OMe THO. «7h Sf! OL Bot. DAS ISNG) Bre Sane oie 
os i Ty Ee YS GR) BOO Saw SW TL SVs Met eye VEwaSG: 
-T 


oF =i , . | | 
cal ‘ iva, ¢ ee oe ae - R 5 7 
i f = ays oy oe oa a ius “aha DY ar Sw Iwts Li ute inhy & : Ti? tt 


zi, Fis U8 «F105 Je Vanities ie bot lS Sn ahnosar 318 


.. 1 n 
j i 
‘Ole . ’ | 
: a 

ti 


PUNE” «RSI 22: ERT sE agers Hie. strodhs eo ar | wutbeeetd 4 


[ifr ari 2) Bh my ‘ > « ee nee. e* _ . 
gs ed Pa) ed E ts of pA Le SA Nee OLRM lp ( : 


TS ; ¥ os re ae 


cat oF Git ur PEE |) ; 


wT S _ PR ge 


’ 
o> FORE 


Sag 


ANGUS, STONEHOUSE & CO. LTD. a 
TORONTO, ONTARIO 


MR. PATTILLO: Now, arising out of something 
you said, Mr. Ritchie, I would like to canvass a few 
minutes this posted price and see what it really means. 
Is the Venezuelan posted price that you have just told 
us about in any way related to any other posted price 
in the world, and if so, to what posted price? 

Ma cL PCH Bs It is my impression that the 
Venezuelan posted price bears a relationship with the 
U.S. Gulf prices, taking into account competitive trans- 


DOrTAULOM ac Ui cars &. 


| aves. S tae ney 


ae i el 


re . 
A os bial i y 
wa e pastes. o7 itt REMberd gs 
rath, Ps Le es Th iy 


em 
i . aoe Bah lien 


ah 


aa bade st ig 


i ~ iti 


Tito Yaw | bate L at: psu: aE Pe oda sii is 


fotaor: date ct. deer Bos vee wit \f: 
PB 
t qingne hy 
sachs avie dogma Mohm Cate! BitLaes ot , 


. qt nak ee ti a 


Mivatnn 


ail 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. PATTIULLO: Let me see if I follow this: 
the Venezuela price, posted, if you add the cost of 
transportation and U.S. duty, you would find that it 
should be competitive with the U.S. posted price at 
the Gulf, laid down where, in each case? 

MR. miTCHifs ©4ihe Ras Coast, 

MR. SPATTISLO? And the East Coast: what 
do you mean? Portland? 

MR. RITCHIE: No, I am talking about the 
east coast of the United States. Portland does not 
happen to be a refining area. 

MRS + PATEL LO* Which place are you talking 
about when you say this is laid down at the East 
Coast? 

Ni) Rh OR CE: New York harbour is an East 
Coast area. 

MR. -PATTIRLG: Now, wnen we have the Mid- 
Bast posted price that you have told us about, what 
is-it related to? 

MR. RITCHLE: Mev Pattilio, all. cerudes 
throughout the world are related to being competitive 
in a world situation. 

MEY PARTIE: I haven't any doubt about 
that, Mr. Ritchie. I just want to find out where 
this posted price in the Mid-East -- what it is 
related to and where the point is. 

MA RLECHIE: Thatis something I really 


cannot answer specifically, I regret. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. ASH: May I have a shot at it, Mr. 
Pattillo? 

Mier All Es Les ,;e please, 

MR. ASH: I think it would be a fair 
statement to say that the posted price in crude oil 
in the Near Hast wellhead is geared, again, to com- 
peting with the American related price in those mar- 
kets which Near East oil has logically entered, and 
one of the big ones, of course, would be the United 
Kingdom and the European markets. 

fo. PALPLCDO: It would not be related to 
Che Comet vUlLve or iterOr io. CU? OL Sewhew Your 
Hanroour buy, more comparably. with U.S. .Gudi shipped 
to Great Britain? 

MR. ASH: That is the major market. 

MR, PATTER: Now, Mr. Ash, from your ex- 
perience in the oil business, how do you get at this 
OFizinal posted price, thia’ U.s. Gult price? it 
does not bear any relation at all Too cne con L or 
findings and developing, does it? 

MR. ASH: It has relation to the markets 
in which it tries to compete. You might say the 
Same process, in reverse, if you were describing 
V-nezuela and Middle Hast oil. 

MR. PATTILLO: Lt) 2864 Question. Of which 
comes first, the chicken or the ege? 

MR. ASH: Lt is @ question of trying to 


get the market. 
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ANGUS, STONEHOUSE & CO. LTD. 4552 
TORONTO, ONTARIO 


Mi Peed Daal Well, I put this to you, 
Mie. Ash? sin your opinion, from your years of ex- 
perience in the oil business, would the pro ration- 


ing policy followed in Texas have any effect on the 
Posted Price Of Oil in whe Gull? 

MR, ASH: I would say the competition is 
the main factor affecting the posted price at the 
wellnead anywhere, in any State. 

Mier ae VLG: Competition where? 

MR. ASH: Between producers trying to find 
markets. 

Mas PATELLA: Well, does that still fol- 
om Here Gn Canada, Tor instance, oan. the Province of 
Alberta, where we have a posted price for Redwater? 

MR. ASH: i think Avberta 1S am excellent 
erempic, Sir. The cil of Alberta, generally speaking, 


is worth several cents less, perhaps as much as 40¢ 


ry 


less per barrel, than comparable crudes in the United 
ptLates, and it is competition to obtain markets in 
land-locked Alberta which causes this. It is not 
related to the pro rationing policy of the Alberva 
Government. 

ry PAL T CLO: You say neither Texas nor 
Alberta would have any effect whatever on their 
posted prices? 

MR. ASH: I say it was competition which 
would create those prices. 


Me. Kartzke has pointed out something 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


which I am sure you understood, that these oils, of 
course, are competitive in terms of the yield of 
products which. they provide at the refineries, where 
they are eventually refined. 

Mi EA os Yes. Now, I have been 
getting some information regarding the situation on 
the East Coast. Let us go, for a moment, to the 
West Coast. 

As.) anderstand. its This. refinery. of 
ohell's at Washington has been presently bringing 
in, by tanker, Californian oil to the extent of 
about two to one as against oil from Alberta, Is 
that right? 

MR. ASH: Ae or today, that 28 correct. 
SA eye Su 

MR, PATTILLO: Now, what is the posted 
price for the Californian oil and where is the well- 
head where that price is posted? 

MR. ASH: I am afraid I will have to get 
That InLoOrmacion <or you. 51.r.. 1 do notihbave. achat 
in my head. 

NMR, PATTIGLO: Does Mr. Kartzke know that? 
Do you know what it is costing to deliver, not only 
the posted price, but the transportation, to deliver 
that Californian oil to the refinery? 

MR. ASH: I. Cari geet that for you, sir, but 
I do not have it. 


MR. PATTILLO: Will you please get that 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


Mi. Mont Yes, Sit. 

Mine PATTIE: Could you answer this 
question, Mr. Ash: which is costing tess, deliver- 
ed at the réelinery today: “Canadian oll or the Cari 
FOornian oLL? 


MR. AbH: May I turn this one over to vntecnie, 


MA, FLTCR LA: The Canadian oil would cost 
less than the Californian oil. 

MR. PAPTILEO: TVETY. NN” enol) ok. SOs ee 
SS tavver Of COMDeULLLON, Why 2o the “Cali rornian O17 
going in there and the Canadian oil staying out? 

Max, foie Chiefly because of heavy inven- 
Bory cole, Ols, Witth, © Mena say, are Beredues iy 
Coming tO an end. 

MR, PAPEL: fan airata 2 conte Poltoy 
VOU, 4. YOu ole meinem an SO. much Tir Chere.) 30).000 
barrels a day, why shouid you be taking in, from 
valtLlOrnian production, twice as much as your cheaper 


Canadian product? 


MR. ASH: Heavy crude inventories in Cali- 
fornia. 

MA. PATTILLO: On Shell? 

MR, ASH: On Shell and Shell-purchased 
rene is 

Mins. PALE po it 1S a@ case of owner- 


shipped oil, which might cost more on a bookkeeping 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


entry, taking posted price, having precedence over 
Canadian oil, which has a posted price of less, be- 
cause, in fact, the cost to Shell of the American 
Gli 1s Less? 

MR, ASH: It is partly a matter of com- 
mercial relationships, sir. This is out of my own 
company and I am talking from my knowledge of what the 
American company have told me, but I know, for instance, 
in California, due to the temporary Supply situation of 
crude oil, our company was faced with cutting off, 
Cancelling contracts with crude suppliers, many of 
them people with whom we had a relationship for twenty- 
five years,-and that 18 a relationship that you do not, 
even from a commercial standpoint, sir, break off 
Peis. “YOusWant Coy Keep lunose people Tor io6é 
future; we have & future to think of, and, to a cer- 
tain extent, the position at Anacortes was dictated 
by that. 

IL believe Ritchie would like to say a 
word on THis subject, also. 

Mis PA a Thank you. 

MR. SLC Mr. Pattillo, when Mr. 

Ash suggested that, partially, the difficulty is 

due to the inventory position, it is not only inven- 
tory position on crude but inventory position on 
products, and Shell had the alternative of running 
some of this California crude in their refineries 


in both the Los Angeles basin and at Martinez and 
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ANGUS, STONEHOUSE & CO. LTD. 4556 

TORONTO, ONTARIO 


shutting back Anacortes or, alternatively, moving 
the California crude up to Anacortes and having 
BepacL ay Lite Vals Torna relinieries. Now, from 
the standpoint of strict economics, it would be, 
perhaps, better, transportation-wise, to refine the 
Caliiornia crudes in the California refineries and 
set back Anacortes; but Anacortes was the newest 


refinery and they, 


7 


for their own good reasons, wanted 
tO Tin Lt at entire .capacity, and whether you ship 
Crile oor Ship products. yourare Silt shi opine 

material into the Northwest. They chose to ship Cali- 
fornia crude, on a temporary basis, to Anacortes, 

Mi PARTE: Now, Mr. Ritchie, have 
you what it wouid cost, with tanker rates as they 
now are, to put Canadian crude into your San Francis- 
eo Bay Prerinery? 

Mn, bl eCH Ee NO; Sir, I haven! t €op Laat 
information. ‘That movement is not going on av the 
Dresent: Filme. As @ matter of Tacu., we have not 
been supplied, even when there was an emergency, we 
were supplying oil from Anacortes, but we were not 


running our California plants with Canadian crude. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. PATTILLO: Is your San Francisco 
refinery operating solely on California crude? 


MR, RITCHIE: To the best of my knowledge, 


MR. PATTILLO: Do you know what the posted 
DIricevor California Terude es? 
MR. “RITCHIE: There area large variety 


4 


of California crudes and tne prices are a matter 
of public knowledge; 2 cannot tell you specifically 
either the exact crudes or the posted prices. 
MR. PATTILLO: What I was getting at 
Was thic: Tie. Morrison of Trans Mountain’ told us 
GoremOoulen Uaii, fu a rece! lect tos revicence-correct ly, 
we could put Canadian crude over the Trans Mountain 
system and send it up by tanker from Vancouver and 
tnay You COW DUS Te tinto Une San frranci seo Lay 
aréa in competiltizon and, Ia Tacu., under Venezuelan 
erude and I was wondering whether you could make any 
comment as to whether you could put it in under 
California crude? Would you get that information 
for me if you have not got it? 
Mk. RITCHIE: “Ehere ws no water tariff 
transportation required to move California crude. 
Me PATEL: TG suppose ic te moved by 
pipeline. 
MAO LeOn Es? Thao fa Lent. 
MR. PATTILLO: I would like to know what 


the California crude moved by pipeline into your 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


San Francisco Bay refinery is costing and I want 

to see how that would compare with Canadian oil 
moved over the Trans Mountain and then sent by 
tanker from Vancouver to the Bay. Am I correct 

an Ghainkine bhet the California production is nov 
adequate to meet the demand of the refineries in 
the California area and that there must be importa- 
tion of crude oll? 

i. eae "ea Seer aii eda. 

MRL) PATRILLO:s> Well; does. shel“ not 
Lp Or ee ah yrOids ancoOe Calitiornia:. tanyecrudce? 

Mia CCH EE  ehibayvinporn ne sany (Oded 
you mean any other than indiginous domestic? 

MR OPPAT TbOrk) Veebheilae abide wos eeta il 
of its requirements --? 

MRL Ret CH i Eee, Prom domeasta cS production? 

Vike PA bo Sr rom Calatorniasproduction, 
ie De agg ae 

ME eo RTC Les athere as) the Bour. Corners 
area which was discussed this morning. 

MR, PATTLLLO: itis coming on-stream 
Dor he, Cala fornia sperineries, 

Mie lt CHE: Tne de rent. When that 
pipeline was first projected it was thought that 
wien the zndicated total demand tor Caitfornia, 
taking into account the indicated provable produc- 
tion inthe future, but not only would the Four 


Corners crude be so utilized as a domestic crude 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


but there was still a substantial deficiency of 
imported crude required to balance out. 
WAee eet Looe. Le 2 Gas Pour Vorners 


crude which has just recently been posted at 3.31 
at the wellhead? 

MR. LICH IM: Loam ‘airaia: © Cannoo wed 
you what the wellnead price of Four Corners is. 

MR. PATTLLLO: Will you @et that, piease? 

MR, RITCHIE: Yes. You see, what I am 
atter, according to what Mr. Morrison told us there 
must be a substantial market in the western part of 
the United States that Canadian crude could supply 
if it was solely a matter of price and I want to 
fina out, if Ghis competition thac you are taining 
av0uGc 1S the sole Tactor, woy 1t 16 not being 
supplied by Canadian crude. Is there anything you 
Ca Utell Us TO nelp us An Goat connection? 

MR; ASHs> i vcen only say this: California, 
according to our calculations and we can give you 
bae ClLeures. in. the tone werm as inevitably going 
to be a net importer of crude oil. In the immediate 
short term,she has not beenin the position of having 
to be a net importer; she has actually had an 
excess of supply over demand. We have some figures 
here of how we see the future importations not only 
in California; I think we have the rest of the 
United States also. 


MR, PATTILLO: We would be very interested 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 4560 


to get those if you would give them, 

MR. ASH: We have them for District 5. 

MR, PATTILLO: That is the westward 
gcSuricu, Gi you will give us those Iigures —-., 

MR. ASH: ‘We start with 1905/7 as the last 
year in which we have complete statistics. 

Mie ht owes See ea oi, 

Mie SDuce JOS COUSl Ui atrich. > domesELe 
demand was in barrels per day, 1,117,000. There 
was an export demand of 129,000 making a total 
demand of 1,246,000) Productiom or crude, 932,000; 
these are in barrels per day, plus liguid produc- 
tion of 80,000 barrels per day giving a domestic 
Supply 1h UuGtal or 270117000 barrels 4. day. Now, 
Chis was balanced out by imports of products from 
other areas, 56,000 barrels a day and crude, 5,000 
barrels a day plus an import of crude of 260,000 
barrels 4 day resulting in a total supply of 
1,344,000 barrels per day with a stock change of 
plus 98,000 barrels per day build-up. That is the 
inventory situation that we are talking about that 
Naa oO. De recii tiled, 

MR. PATTILLO: Have you any information 
as to the source of this importation that you have 
just given us or whence it came? 

MR, FRAWLEY: I would like to get a 
figure, Mr. Ritchie: did you say 98,000 total build- 


up? 
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MR. ETCHIES Bute the supply wassinm excess 
of the demand throughout the year. 

MR, PATTILLO: Can you tell me where this 
crude of over 310,000 barrels a day was coming 
from that was being imported? 

MR, RITCHIE: Yes. The California area in 
1957 supplied 39,000 barrels a day; the Middle East 
supplied 61,000 barrels a day; the Far East supplied 
65,000 barrels a day; Canada supplied 95,000 barrels 
a day for a total of 260,000 barrels a day which 
was the imported figure. 

MA. Erol LEMLOes NOW, wit. Asis tO! ttt. 
very recently you were a director, were you not, 
of Trans Mountain Pipe Line? 

MA ASH? “Yes, sir. 

ME Pert Tigh? er or ow, lone? 

MR. ASH: Almost from its inception and 
until two months ago. 

MR. PATTILLO: Ever since the market for 
Canadian crude betan Go Tlop orf in. July,’ 1957, 
did you, at any time up to now, go to the Shell 
interests in the United States to see whether you 
could persuade them to increase the amount of 
Canadian crude that was being imported by them in 
District 5? 

MR. ASH: Not only at any time but a 
great many times; you might almost say every hour 
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MR. PATTILLO: Have you ever suggested 
to them that if it was solely a matter of price, 
if the Trans Mountain line could be built to 
capacity there would be a substantial reduction 
in: the: tanifis of that company and stilirenabie 
it to operate at arprofit? 

NEA DASH: 1 Sime LD tirink: they sere weid 
aware of that. I think you ought to remember we 
have a very substantial investment in Trans Mountain 
Pipe Line and we have an even more supdstantial, from 
our standpoint, I thinkeit is 100%, that Shell has 
invested an the Anacortes refinery. That refinery 
was deliberately located so it could take oil from 
the Trans Mountain Pipe Line onlong terms. It was 
located and designed to use Canadian oil exclusively. 
There has been a temporary situation which is coming 
to an end when it became necessary, for the reason 
bhavieitchievand dihave tried to explain. to you, 
foOreoursGa i forniapcompanyctouse Lesvown o28 to 
the maximum, I believe by next month we shall 
beedoubling: the quantity of Canadian oll uhey*take 
into Anacortes over today and that will steadily 
increase from then on, 

MAY, PATTIOLG: “oUntiL, eventually; they 
get back to the place where they will be using 
exclusive Canadian. 

MR. ASH: That is the basis on which it 


was built. 
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MR, PATTILLO: Have you ever, you or 
any of the officials of the Shell organization, 
given any consideration to which would be the 
greater advantage to the Shell organization: and 
that is, refineries in District 5 increase the 
take of Canadian crude or that there be no increase 
there but that Shell take Canadian crude at Montreal. 

MR, ASH: Yes, sir, that is something we 
have certainly looked at. Ivthink they regard the 
Puget Sound area as a natural area within the Shell 
economy in which the greatest promise for the use 
of Canadian \crudé exisis. 

MR. iPATTILLO:. Supposing the Government 
of Canada went tothe Shell Company and said; “We 
have got to increase the market for Canadian crude 
in Alberta and we will do it by way of an embargo 
Shuvuingnour alitMiddle East and Venezucian crude 
end DUTTINGe Se CvEpeline yenvo Montreal unless you or 
your associate companies in North America can offer 
a market for Canadian crude greater than which you 

re offering today." Has that possibility ever 
occurred to you? 

MATOS Or SA Seal Seri eal yuhypornetical 
guestions sir Tosupposss wanusayxthat. probabay it 
has not occurred to me in exactly that form, 

MR. PATTILLO: You have heard the proposi- 
tion that the Home Oil Company are putting up about 


a pipeline to Montreal. 
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Mi ao Yes. Sa 

MR, PATTILLO: I would gather from what 
you have said in your brief and from the informa- 
Lion that Mir, Ritchie has civen to me, from <2 
strictly economic point of view that is the last 
thing in the world Shell would want to have happen, 
and it would be required to goon-stream at Montreal 
Of Ganadian crude. 

Mignone ee, Sir. Lt chink snoG only 
the 1iast thine we would want but f think 20 2s 
DEC fOr Ou overall industry, 

MR. PAT EO: Sa Ghink you would 2iso 
agree that the only way in which Canadian crude 
eoulad be put into Montreal, in’ the figures vat 
have been piven to us. by Mr. Rivehnie, 1s by some 
governmental authority requiring you to take it 
Li QUO CaLOr fin Tota... 

MR, ASH: The only way? 


MRA oA PEE LLOs ves, 


Mey Aohy “Prongeoly, yes. 

MA. Peres 2b  Taaak Vt wou lLdeie: Tair 
tO Say io. WOU te MOtZ Ir. Aes at wou were 
approached tomorrow as a refiner in Montreal and 
asked to voluntarily sign a throughput agreement 
POr e. pOrti0n “Ol this: 150,000 barrels that Mr. 
Ratcliffe says would be required, you would not 
be prepared to sign that voluntarily. 


MR, ASH: We would not be. 
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MR, PATTILLO: So there 15 only one way 
that I can see that Shell would sign it and that 
would be that they would have no other alternative. 

MA. fons 268, Sirs whet Te Jeo apout 
riLenc. 

MR. PATTILLO: I want to see if we can get 
a SOlUGLON GO this oroblem. “Me. Brown, the president 
of Home Oil, told me the big problem was the Latin 
market for Alberta crude. Now, if we examine that 
first as being the only probiem, I am not saying it 
is bup Leu us assume 1b as the only problem, you, 
as president of Sheli Oil Company of Canada had it 
put up to you that you would have to make a contribu- 
tion to that problem either by taking Canadian crude 
ae Montreal or Beutineg members of the Shell organi za- 
tion to take it somewhere in North America, which 
method would you first attempt? 

Mie hoor? 2 would certainly firs accempt 
to increase our take in the Puget Sound area as 
I have already said. 

MR. PATTILLO: Would that Puget Sound 
area be extended as far as San Francisco Bay? 

Manos | Be On anos OUD Et) Sy. 

MA Pee Do vow thank 2h sould 
be in the immediate future? 

MR, ASH: Not in the immediate future. 

Mie PATI LLO:- Me, Ratcliffe said. this 


morning he would anticipate it would take three 
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years from now to build a pipeline into Montreal. 
Do you think, from your knowledge of the situation, 
that within the next three years you might be able 
to have this substantial quantity of Canadian oil 
DUL 1nto the, San Francisco = Bay area? 

Mh, favor. NOve SSP trl works aoe Lely 
witnin that three-year period that it is almost 
certain that Anacortes would be buying 100% Canadian 


crude oil. 


° 


Mn oe PATIO ind ccheLy scene cig as 


MR, ASH fs of today buc the nevowd ii 
increase. in the, future... L- appreciate, Me.’ Pattiddo, 
that within that three-year period the Montreal 
rerinery construction that we refer to in our brief 


will be materializing. 
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MR. PATTILLO: lL was going to ask 
whether you can give me any help on this. Within 
the next 3 years what will be the increased capa- 
GLiy OL Terineries buLldineg or coming back: on 
Canadian crude that are being or could be serviced 
by Trans Mountain? What could we reasonably expect 
will be the increase in market through Trans Mountain 
at that time? 

MA. ASHe. © think those figures that Mr. 
Ritchie has are the best answer to that, sir. 

MA. RITCHIE: According to our estimates, 
by 1961 it would be 125,000 barrels run in the Puget 
sound area of Canadian crude which would increase 
steadily over the years; it would be up by 1962 to 
160,000 barrels. 

MR. PATTILEO: In 1961 you think it would 
be 125,00 barrels per Gay in the Pugev Sound area? 

May RITCHIE: Yes, Sir, 

MB. PATTLOLO: What will be the situation 
-~- have you any figures as to what would be the re- 
fining capacity in the Vancouver area at that time? 

Hy OLTCRLE In oe Vancouver area? 

Mi. PATTILLO: rec, 

MR. ALTCHIE: No. I would think in the 
order of 100,000 barrels. 

MA. PATTILLO: So that you think that the 
Trans Mountain pipeline would be operating at its 


present full capacity in 1961? 
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Ny RETCHIES I didn't say that because 
you had 100,000 barrels in British Columbia 1t 
would necessarily require 100,000 barrels capacity 
crude. Does that answer your question? 

MR. PATTILLO: No. lam trying to get 
at what the market increase may be if there isn't any 
pipeline to Montreal. 

Mies. na One: IL would think, sir, it would 
be certainly within about 10 per cent of that figure, 
say, 90,000 barrels, plus the refining capacity at 
Kamloops. 

Wits TU LA: Now, that would mean, then, 
about 215,000 barrels a day by 1961 going through 
the Trans Mountain system; is that it? 

ME. SLTCn Es: in thac Order, Lwould think, 

MR, FPALLULG: Can you give us any help as 
to What you anticipate by 1961 the situation 18 go- 
ing to be in Ontario as opposed to today? 

Din.) Crs: foam atraia i don't have 
Loose Tieures, ‘sia. 

ME. PATEL ELO: And could you get them 
Por vas 

MR. RITCHIE: © can only get them in colla- 
boration with the other refiners in Ontario. You 
appreciate that it is fairly readily available to 
the industry what the existing refining capacities 
normally are at present. Over and above that, the 


companies table from time to time contracts which 
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they have let in indicated increased capacities; 

but other than the indicated refinery capacity, say, 

2 years hence, anything further is simply a conjec- 
ture, and you would have to know individual companies' 
thinking to be able to put together a correct state- 
ment of what the capacity may be. 

MR. ASH: We do have some figures, sir, 
and we will be glad to let you have them. 

MH. PAT? LLL: Have you got those figures? 

MR, ASH: No, we have to send them into 
Vou; | don't have them, 

Ma; PATELLLO: Now, Mr. Ash, Mr. Brown, 
president of Home O11, has said that if Canadian crude 
was piped into Montreal at a laid down cost of $3.16 
per barrel he would not anticipate that there would 
be any increase to the consumer of the finished pro- 
ducts because the finished products price was based 
On the price of import of cinished products, rrom, the 
so. WLI variir added, What do you say as to 
that? 

Cae ay gal Sd Si GE Se May I answer that question, 
Rie Ae Dek bie 

Mi PATTILLO: Vea, 

ME RLTCH IN: In eThne Westen ce. 15S «ko, 
the laid down cost for crude, leaves out some factors 
which we feel are quite relevant. Prior to seeing 
the table of 51.8¢ as a tariff item to Montreal, we 


had in our own calculations assumed 60¢ per barrel 
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tariff; not that we thought necessarily 60¢ was 
feasible, but we put it in low enough so that we 
tell there would be no question of having a tariff 
which was indicated on the high side. Using 60¢, 
we have a laid down cost of $3.34 instead of $3.16. 
Now, the other area of difference is that we have 
a substantial investment in the Portland pipeline 
and that pipeline facility has a substantial debt 
outstanding, and in one case when you are putting 


ae 


crude through the line and there is cash generated 

as a result of that throvenput, in other words, the 
a 1/e¢ IT mentioned this morning which includes pipe- 
line tariff with loss allowance, results in retained 
Cashin in the company. Now, that cash pays back the 
interest on the indebtedness. On the other hand, if 
yOu put a pipeline through to Montreal and do not 
utilize the Portland pipeline, the very best case, 

as far as trying to rationalize the Montreal line for 
a barrel of crude, would be one of entirely shutting 
down the Portland facility and operating it at a 
minimum throughput. If you operate at a minimum 
throughput, as has been suggested, they would have 

a very substantial cost per barrel and the absorp- 
tion would be more than if they had actually shut 
down the line and only paid the indebtedness off. 

On the other hand, putting crude through from Port- 
land to Montreal and on the other hand to shut 


it down is an item of 9¢ per barrel, which includes 
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a charge for the large capital cost of the rather 
substantial volume of crude which would be necessary 
in the system from Edmonton through to Montreal, 

tne interest thereon. That charge would be a charge 
that is not in the Portland-Montreal system. 

MA. PAL LLO: Thet De tne aire tii) you 
are talking about? 

Mia 2 VCnih het 1s he, dane ta sand othe 
interest on that is certainly an appropriate charge. 
Taking those two items into account, we conservatively 
came up with a 7 1/fe¢ per Darrel “were, So we would 
Say that a barrel of crude lays down at $3,354 
Canadian. 

MR. PATTIGELO: Rather than the price that 
Me. Brown mentioned. Now, would you just address your 
mind to This question that fF ask... Mr. row said 
that he would not anticipate that the Canadian crude 
being put into Montreal would result in a higher 
price to the consumer, It might shorten the profits 
Or the refiners, Duy he didn't think 2c would result 
in any nileher price Lo the consumer because the. price 
of the products was based on the U.S. product impor- 
ved alter tarifl, in any event. What do you wish 
to say about that remark? 

MR. RITCHIE: Well, this morning we 
tabled that Mesa crude would lay down at 7 3/4¢ 
Canadian as against this cost figure of $3.34. If 


you would not disagree with the laid down cost, 
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chen I think it goes without saying that either 
the oi1 companies are making too high a profit now 


or you would have to have some adjustment in your 


Product, prices. 
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MR. PRTUIGIO: Have you looked into 
Wile, tre noc Le: “supposing thav you Were required 
to use Canadian oil at Montreal but there was no 
PesUrLeCtLOnN- On what type of old the refineriss in 
the Maritimes used. On your price of 3.34 that 
you have worked out there, would the Maritimes re- 
finery, buyine-Middile East otl and refining it, be 
able to undersell the Montreal refinery in the Mont- 
real area? 

MR, RUTCHIE: There is no question about 
2Uy AS QS matter Of Tact. berore’ luncn we were on 
the Subject of direct importations into’ the Montreal 
area from the Mid East, but I do not think we came 
Up WLM any tinae tieures. “Are’you interested in 
these? 

Mie CATE TG Oh, yes. 

Ma, REC EES We Py paki ne 265, Li you 
take U.S.M.C. minus 40, again, the rate is 2.99 9/10s 
cents. Icyou can eccepe thet you could eet minus 
50, considering the extremely long haul and the 
amount of transportation that is in that 2.99, the 
figure becomes 2.32 4/10s cents. 

Now, I am sorry. That 2.32 4/10s and 
the 2.99 was the laid down cost through the Kuwait- 
Portiand system but, if you come direct from Kuwait 
to Montreal and do not go through the Portland sys- 
rem and you nad airave of minus 50, 1t would Lay 


down at 2.74 Canadian at Montreal. 
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So if we accept 3.34 as a reasonable cost 
of Redwater crude, laid into Montreal, then you are 
talking about a direct movement at U.S.M.C. minus 
50 into Montreal with a 60¢ differential. 

Foam Too “SUpPes vine "this We "a surrecLently 
Correct UtIzerenuias SO use the year rounds ~ lam 
Suctesting chat; Under present, conditions, you can 
lay it down for substantially less than this during 
Lie Open season but, li you valk about Haliirax or 
some open port in the Maritimes and can conceive of 
Kuwait comane im "direct, the year-round; Lam ‘sure 
you will see that Kuwait crude would lay down substan- 
bially Gheaper than Atberpva crude’ in “Montreal: ‘and 
you can understand that there would be an easy entry 
DY Chose PeTINer ies 2NtoO The existing Nontrea* mar- 
ket. 

MS PALECULSe: A Golden Age for the Mari- 
Limes 

Mi ne ea eh. 


Mn. PALE Lalo: Perhaps we might have a 


THE CHATRMAN: Lowi th be they rirs to preak 
the Maritimes ever had. 


We will have a ten-minute break. 


-~-A short recess. 


THE CHAIRMAN: Gentlemen, the Commission 


will resume its hearing. Mr. Pattillo? 
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ME PATI sLAds Thank you, Mr. Chairman. 

Mr. Ritchie, this $3.34 at Montreal: that 
PSgal.5L0 not, a -cost.ficure to.Sheil,. but take a 
refinery in, Montreal, such.as, Petrofina, that has 


m” 


not got any financial interest in this Montreal- 
rorciand Pioelimepasriy 2b hass Jaden atone it bas. 

Pru nLenibs... They have, S18 . 

Bis CPR TO! Olin. DAVE wr Ley. Wells «2S 
there.any reiinery in Montreal that you Nave nor gov 
bane ied Upson thos, Portland dine? 

ii BULUCHIee sis LIereal Ss. no economic 
Wayeoe Moving crude through the closed season unless 
you do brine @t,in. through the Portiand—-Montreal 
system. 

Mi, EAE iO. Mat Ls by waters” But 1 
am Drying GO geetTaurtne situation of C,nadian, erude 
and this price of $3.34. I appreciate that if you 
Deople Nave ae tuveriMent ana pipeline or in “some 
Wnharves OP Things t2ke that that become obsolete, you 
have to write at off, and you. write it orf over a 
period of Gimerand consider, that so much of an in- 
enease 10 your costs. Bur ii you were not doing 
that, 22 you paid=nc Trecard. fo: the Joss in your 2n- 


fi~ 


VeBtUMent. ai present Tacilities, and looking at Mr. 


Brown's fieure, eione,. which some new refinery going 


4 


in there could do, again let us get at this ques- 
tion which I ha.e asked you twice now and I really 


have not got an answer to yet. 
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Me. Brown says that what wiil govern the 
price to the consumer is the import cost of products 
from bie Uniced States,arter paying, the duty», end 
that: 1s exactly what is governing the price today. 

Now, do you agree with that? 

MA RITCHIE: Yes, 2 apres that the orice 
oF products end particularly cas lines, aa geared 
vO VGhie- COStror the rawomacverial pilus. the cost of, re- 
Pye ne eG. 

MA Sc PAT TLL: No, that 2s not my question 
at Jos. 40 BOW ane LL WIA iy Weandouus Einevery Clear 
Laneuec]e: 

bs Unelprice vol thesproduct Wo wire consumer 
im the, Montreaiumarket today based om ihe amport 
DruCes OritDhavsprogucr: 

MRA RL T CHI? Based on the wmport price 
of The producty 

Mn. PAD EEO: Yes’. 

MR. (RESCH IE: NOs Sir. 


NiPgs PAL IEG. Does it --- 


x} 


MR. RITCHIE: loam talking about easoline, 
now. 

MR PAPE ELO: Well, what I am talking 
about is this --- 

MR RBCS: Well, may I clarify my 
point, sir, because I have already developed, this 


morning, that as far as Shell -- and we are not 


unique. -- there is a net importing requirement in 
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the Eastern Canadian situation to balance out our 
heating oils. Now, as long as you have substantial 
volumes coming into Eastern G@nada which are required 
-- because, even though we run 30 gravity crude and 
run the refinery to meet the maximum distillate -- 
after you have run your refinery to meet the gasoline 
market you cannot produce any more heating oils and, 
as lone 28 you are a substantial importer, your pro- 
quCcoa> prices ‘cannot be too Tar out of Line from the 
amport Cost; but we-ere nov @ net Tmporter, certainly 
in the Montreal refining area, of gasoline. 

MR” PATTILLO: Well, we Will try to get 
back am Dire shine ~ abel Supposing that lear in 
the importing business, I am not a refiner but solely 
in the importing business --= and 1 think mhat is the 
Case Wit tirvine Olt Company,. Len! tC Lc? 

tie RICA LS: Keept. that Levine O11 com- 
Dany, tereeiy, 2s nov wm ctne’ Montreal retanone oOroLt. 

Pi 2 Bo es Well, I have seen a lot 
Dr 1S Bas s6tavicene around Quebec City, and you 
people ship into Quebec City from the Montreal re- 
fining area? 

MR, RITCHIE: Yes. 

MR, PATTILLO: Do you agree with me that 
levine OL is an importer? 

Mat ere” Tey are, 

MR. PATTILLO: Well, then, I want to get 


at this again: they sell a Lot of gasoline, don't 
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to the consumer? 

MR. RITCHIE: They have a good market. 

MAY PATTILLO: And they are selling in 
competition with you and Imperial O11 and others in 
the area of Quebec and in the Province of New Bruns- 
wick, etcetera? 

Mee RPC: “hey do not sel in competi — 
tion with us in the Province of New Brunswick. We 
do not market there. 

Mite. PATE EGLO. Well, thaw 1S the only 
reason. Ty you did, they would. 

Now, let us. get back to what Mr. Brown 


told us here, and I want an answer to this question, 


Me. Drown scaye that Toe price paia to “the 
Canacian prodvcer au Montreal will not ‘arrecu’ the 
Drice pala by the consumer Lor the Tinished product, 
because the TPTinished product is now based and will 
CMMmuLnvey Downe. bapedvon the price that.would be paid 
for Wne imported, product, with’ duty. 

Do you e2ree or NOt? 

Mae Rene Prater nret. Wor ot win | 
have to break this up into gasoline and fuels; and, 
on the question of gpasoline, I don't agree. I 
thought. I made that point clear. 

MR, PATTILLO: On the question of fuels, 
you do agree? 


Mi. “RLICHIE: As long as there is a large 
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importing element, there certainly will have to be 
competitive factors... 

Me. &ARTEGLO: Let me ask you this ques- 
ELON: . Canwe Deveom woday,.in Bae areas served by 
the Montreal refineries, import gasoline and compete 
with the Montreal refiner? 

Ms sn Mr, PacuLe rou J wenyp. to be 
very careiu treqhat. I say so that the wrong infer- 
ence is, not gained by the Commission. 

At the moment, as you are undoubtedly aware, 
bere Uen8 GLOUress 1 euation Wn che Industry, par-= 
PCwlarly im.the Unived states, 80 thay there are 
Very LOW VROUUGGeDeLCes uand, .a6, a mMatuer ol tact, 
the reliners there have little margin whatsoever be- 
tween the.cost o1 raw material and operating and what 
bievyeselL. fOr Lieir L[inished product, S60 1G answer 
VOUr QUucsmoneepecaiically, @ Preriner mignty today, 
buy gasoline and move it into Montreal and have a 
POOU. ODCrACING Maren. 

LG 28 Gertainly my impression that, over 
tie peers. De aWOUL Cetin 1b Very Uneconomie: tor bring 


gasoline into the Montreal market. 
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MR, PATTILLO: There is a difference between 
Redwater crude and Venezuelan crude, is there not? 

MR. RITCHIE: There are several differences. 

MRASPATTIDLO: IT am thinking: oi the pravity. 
You told us all your Venezuelan crude -- 

MA; RITCHIE: Yes, there 1s°a dilterence in 
gravity. 

MR. PATTILLO: When you are talking about 
$3.34 for Redwater as opposed to, I think it was,$3.07 
for Venezuelan; if you make the adjustment what would 
be the Lrue dilferenvial between the Gwouprices; tar is, 
if the two prices are due to gravity differences? 

MR. RITCHIE: Are you talking about an. industry 
or do you mean the market you have to serve? 

MR. PATTILGEO; ‘That is wnat Lam talking about, 
the latter, 

MR. RITCHIE: I have already indicated that we 
in ohell, av least, are running our refinery products, 
gasoline refinement, and with that we are a net importer 
of heating oils. Now, we are purposely running 30-31 
gravity crudes because they most nearly meet the market 
requirement. If we ran a lighter crude we would meet 
our market requirement running less crude to meet the 
same gasoline demand and instead of bringing in the 
products we are bringing, importing, we would have to 
import additional products. Roughly, for every 1000 
barrels of iight stream crude that Interprovincial has, 


that is normal crude that goes to Ontario for a thousand 
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barrels of that type of crude that we would run, we 
would take out about 1,170 barrels of the type of 
crude we are currently running. In other words, 

to make the same number of barrels of gasoline we 
will run less crude which means we have to import 
more products. 

MR, PATTILLO: Not with this natural gas 
coming in and taking the market from you anyway. 

MA, RLTCHILE: -SoCy ta. ae crue, anc 1 think 
we developed this in our brief, that the percentage 
increase of heating oils are levelling off. van 
theless, there are still substantial quantities of 
fuels required simply because we live in a relatively 
cold country and the gasoline market is not sufficient 
running your refinery in a normal way, even running 
ic av maximum, to produce as an andustry all the easo- 
line so that we would be safe with bringing in addi- 
tional heating oils. Now, when you bring in those 
heaving o1ls you bring them in at @ cosL, paying some 
oOtner reliners a proiit,, In normal times, J am not 
talking about at the moment when there may be a de- 
pressed market, but in normal times you would pay a 
substantial excess for those fuels over and above 
what the fuels would cost to produce out of your own 
erude, We would agree that there is a quality differ- 
ential between running light crude and 30 degree crude 
and if you are a ee and can use that crude you 


should normally be expected to pay that differential. 
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if we had to pay a differential over and above the 
30 gravity crude. As a matter of fact, for your 
information, we were asked just the other day if we 
would take crude with an average gravity of 1 degree 
higher and pay the recognized percent for Venezuelan 
crude and we turned it down. It would not meet our 
situation. 

Mie PATTIEWOss Eothink thao fe che tniomma- 
tion I am seeking. Thank you. 

Mr. Ritchie, have you made any study on 
the aggregate amount of products that are coming into 
Canada today and have you sought to determine what 
proportion of those products are being brought in 
for the same reason that Shell is bringing in this 
heating fuel? 

MR. RITCHIE: My impression 28° that there 
is about 100,000 barrels a day. It would seem that 
Wi any relinery had veany, spare fuel to Sseli coat 1t 
would be sold and, in fact, the material would not 
be brought in. To the best of my knowledge there 
is no refiner who has trouble disposing of his 
stocks of Sheil providing he 2s competitive wit 
the import. iuel costs. 

MR PA iis) ete S. TOm Suet. Whe 
INeann, Mr. Ripehie. What 1 had. an mind, you told 
me that Shell is bringing in a product because it 
has run its crude to get certain results and it 


needs to round out its line. Now, there must be 
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others who are not in the refinery business at all 
but are, nevertheless, in the importing business 
of products. L.am trying to find out what volume 
of these daily imports are coming in to supply 
strict importers, if you know, and what volume is 
Coming “1hwcO round Out Golipesol saeret ines, 

MA RET CHIE. IeJatieeatrain eh cane tHdigs er— 
entiate between what you call a strict importer and 
a refiner. 

NMR.. PATTIGLO: sA.nonsrertiner, 

MR, RITCHIE: A non=refiner, a shipper 
who has no terminals and who brings it in direct 
as against the refiner. 

MAL hPL: 6 2he tt. ieee cemTee t., 

MR, BLTCHIE: Lido noe paves thar. 

Miwon hay famake avpodniaeMr. "Patiillo, 
as We are passing Nere,  BPundamenvalivy ace sustill 
whether the importer is a refiner or whether he is, 
for instance, a coal merchant who has gone into the 
fuel oil business, as many of them have. As was 
mentioned, the industry is out of balance in meet- 
ing the gasoline demand and has to bring the fuel 
Odel en Dube oS YOURreaci ly point out, “there 
will be an increase of natural gas used and an in- 
crease of aviation. gas supplied. 

MR. PATTILLO: Let me get this: supposing 
the Government of Canada did put an embargo on crude 


coming into Canada, do I understand it, then, if you 
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people continue to have the demand for gasoline that 
you have today you still would have to import pro- 
ducts to round out the line. 

MR. RITCHIE: iI thought I.had established, 
sir, we would have to import more 

MR eePATTIOEO: oMp. Ash. wouwldeyou or. Mir, 
Kartzke please put on the record for me your views 
on pro rationing. I want to know whether you can 
have proper conservation methods without pro ration- 
ing as, I understand, is the situation in Saskatchewan 
today. 

Mie ohons ohirg) Patrcrllo,. £ wonder 21, belore 
we go to that question, I could. take the liberty to 
say one more thing about this expression you use now 
and again, an embargo on Canadian crude oil going 
into the eastern refining area. I do not think we 
should overhookr one react,’ of course, Canada. can if 
it wishes build a fence around itself and become 
Completely 2solationis ls, produce this in the country, 
within its own borders and sell 10 to itself, But 
the factiwe that Canadian, olivia pert. of a total 
world supply and demand picture. Now, if you shut 
off by the embargo, using your own word, 250,000 
barrels a day of foreign oil going into Montreal 
Liste OLl has com tos find avrmesting place. .and..t.do 
not say where that will be but --. 

MR, PATTILLO: Perhaps it would be in the 


ground like the Alberta oil, 
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MR, FRAWLEY: Just like ours. 

MR. ASH: Maybe it would be on the West 
Coast if you contribute to the oversupply situation. 
I think we have tried to make clear this morning 
the prices are linked up on a world basis and if 
you contribute to the oversupply situation you con- 
tribute to a weak price situation. 

MR. PATTILLO: Is there anything more you 
would like to add on that subject; Mr. Ash? 

NEG ASH. ONG ISL: 

MR, PATTILLO: I would like to have some 
views on this pro rationing. 

MR, KARTZKE: By proper. conservation methods 
I assume you mean a method whereby there is no physica 
waste of the oil or gas? 

MR. PATPILEO: Yes. 

MR, KARTZKE: Yes, I think you can. 

Mie oP aT Os 4e F understand 40, thas Ls 
what they are doing in Saskatchewan today? 

MR, KARTZKE: In Saskatchewan today there 
is a method by which a maximum producible rate for a 
well is set on an engineering basis. Presumably, if 
that rate is not exceeded there will be no physical 
waste. Therefore, if a producer produces up to that 
rate, there will be no physical waste and, therefore, 
pro rationing, as such, is not necessary. I would 
like to say also, however, pro rationing may be nec- 


essary for other reasons. 
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MR, PATTILLO: Would you first, before you 
expand those other reasons for which pro rationing 
is necessary, would you agree with me that pro ration- 
ing has, at least, one effect; that is, destroying 
the initiative of the producer in looking for markets 
Dogan Oa 

Myo RARTZKE: ONCY not an tad inSsvances . 

MR. PATTILLO: Let us put it this way: has 
Lo had that effect in. Alberta? 

Mi KARTZRES “2G mieht ian andividual cases, 
By that, I presume, if you are given an allocation of 
a certain amount and you know there cannot be any more, 
you would not look for any further markets. That would 
De Grue 1n an individual case but, Lf think, 20 is not 
true in the whole case. JI think the whole industry 
will look for additional markets for oil. 

MR. PATTIOULO: For instance, in the case of 
Hiei. “bHab Le Utiselac.as OL ae. concerned, Lt has 
not been as fortunate in its finds as it has been in 
gas and the percentage it has in Alberta is somewhere 
around 3% and, therefore, every time Shell buys oil 
from Alberta, as I understand it, it only gets 3% of 
its own oil and it gets 97% of other producers oil 
for which it is paying posted prices. Does that have 


a deterrent effect of pushing the sale of Alberta oil? 


Wye hLWD Wess te 


Sn bvhsitad oe Weis e1~ dasnehen Bias ee 
Pe ! _ 


dul ara os a . ree ne e un + : 4 a0) : BS : ‘1 & oy. DIG v hw pre {fs ; 


be el a en >. .Spa8te enoe taba! bn cend 
gu eed “NY ta dt S2 tsi ? P eh ) O720+ tn = Fate ne. Var Pa =f tts 7 fae 
. Rat. OX 
a al 5 oe a j . eon Th A yee tare ‘ Was ee * 
‘ ins as ‘ Ke. \ ou oe La 7 bw £ ae ‘a eee aw = 
j 
4 
' isp eg 

| oe et sities 


a re *% 


Me as oe "t 7 ae = ~ PE ee ei Phe 
- hs wv a - ip oR BU? ss a a! ae 
f cy 
a ati n -_ ms s cm. rap ” 
‘ : a ¥ : 4 Cee is A Pee, Pee j fi AY 
} 
Pee, : of F hot = 
t hic: 7] F " v ie & . 7 + oer 
Ft i “ . . Pte - Le & Bika or ee 
; ; oe : 
= Ot i. We “ j tn on "Oise ve ac= ant <> pe ss 
. - 4 = £ Mt Ue. Behe Loe se 
| ga ee Fey? . . r+ ig es chee r s Cer a ‘Te ~ 
j » a . . ft he >) ~ ‘ me ne a vi 
f 
j 
} sii 5.“ § Pass < = eS 
, : a a are . : i ‘ ey ‘> hig Oe i q yf as he 
’ 
| = =} -: ‘ : Poe r ‘ at ~~“ pp oh 
¢ _ af ! et 
j B a " te = i Len = ‘ ited Oh be 
' 2 ae; > 4 5 i? d Cees F a 
| Df = ie 5 1) OD De MO. =e 
| 
| : Nae. zy ~~ + 
, z ~ in - wi r Q ee 
i “ é . pki» ie Meee | Os 
| 3 pee, ee i 7 om © 5 % 7 it 
wy ah . 7 ™ “ f * 
’ 3 ; f, p Ad eS ‘ = * Pie ff. 7 ae & ti f “<e- re. | 
3 2 oat % ee wis j > t 
4 i a, x oe r ca iis us o t $158 A? Ry i 7 ak iat 
: = : : eo J ae p re 
4 3 j d ee Bis r is | Fi Is mi: 
= i a a7 S i ee ¢ : * -- 
i F; ‘ » rs aT | % ¥ ares Cf Eee af Po is a Cote : 
bat a: Pee i a 2 ¢ . ey nee i i BR ia hs j Bat ot - pw? | hb} P sa 
. , U — 
, nia _ Car } Boa Sige ete! ees a ae, BOM, 
ty 2. tae ‘  Aet Bal STS ke He) i yt eas a ‘t 
' 
hd & aa 
f a P 3 Pe hae sk oe U rs oF vaste ey ie ee 2 x ry 
ee OED bs e | 2% Az “4 , _ Ort be 2 a OQ ie iy ee y y oe 
‘ 


. ia 


mila te toe tS hinsiaces 
; ; ‘% 


=) 5 ™ 


Sa Lajos Vic * yas os * : 
.. Mee sac Ce LS Sian s Davi on , fr: 
ra ee St oe ed eb ane I E a4 ay Gi. a “0 ( 


ne 


ae _ a Jo 


OF Phos hook Vays aeweog melbvag et Th dole 
nom MALY vt 


wns “yi 


is 


rn 
ee 
A 7 1 0 - 


Tit 


- 
icc 
YY 

° 


be — 
ie 
< ANGUS, STONEHOUSE & CO. LTD. 4587 
TORONTO, ONTARIO 


(SA 
b 


MR. KARTZKE: Well, again I will have to 
say that in the individual case of Shell it probably 
would, where our proportion is a small proportion; 
but for the industry at a whole, I don't think that 
is the case. 

MA, PATIL: Well, the andvustry 2s 4 
whole doesn't have any common marketing board or 
SSsoctacLony,. COSS 1.7 

MR. KARTZKE: No, certainly not. 

Ma. PFATOILEO: “Now, carrying Turther 
On Chis Question OF Dro fFavioning, do. you Toink 
pro rationing in Alberta and no pro rationing 
in Saskatchewan has any effect on the nominations 
thay May be made each month for oid, Dor crude? 

MR, KARTZKE? Well, it has no errect on 
tae nominacions that ohell makes for crude. 

Mn. PATTIEGO: You can’: get tne Saskat- 
chewan oi1 to the Trans Mountain and you don't buy 
any Trom Incerprovineial. 

MR, KARTZKE: Yes, 

MAS PATTI LEO: (bu es 4a person 1n tbe 02) 
business here in Alberta, you must be able to help 
Us ue or Tate, 

MR, KARTZKE: I would prefer that you 
asked that question of the gentlemen who are going 
to appear before you on Monday and Tuesday. 
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them you will come back and give it to me, You said 
that there were some advantages about pro rationing. 
Now, would you please develop them? 

MR. KARTZKE: Well, I said there were 
some necessities for pro rationing. Now, certainly 
when you restrict a market arbitrarily by a govern- 
ment I think you must make a provision whereby an 
individual lease-owner or owner of an individual 
property is protected, and therefore there must be 
some way to treat everybody in the field or in the 
fields equitably. In other words, I think you take 


away the privilege of capture when you install 


place. Secondly, by pro rationing you eliminate the 
possibility of distress oil getting on, the market, 
whichsLs. a. pad. feature. hose are the two principal 
things I had. in mind as necessities for pro ration- 
ekg to 

MR. PATTILLO: You mean it keeps the 
Dre OL UO? 

MR, KARTZKE: It keeps the price of oil 
proper. 

PAL uvOs. Mr Ka rizie. would you 
expand that and explain what you mean by "proper"? 


MR. KARTZKE: Yes, I will be happy to. 


of distress oil on the market it was necessary by 


pro rationing; you must put something back in its 
some people and by some operators to market the 


In Texas, as we know, when there was a great amount 
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product at away below any price at which even those 
people could make a profit, and I think that is 
fundamentally a bad situation. 

MR. PATTILLO: Have you any views as to 
what you would consider a reasonable length of time 
for pay-out? 

MA. TKARTZRS Na winey ae tsucit. Say “think 
every particular circumstance of pay-out would have 
to be judged on its own merits. 

MR. PATTILLO: Can anybody help me here 
on this? I was trying to get it this morning, but 
ie didi have weryunuch luck.) Yourde have’ pro “ration- 
Lioness Texas, amos, came in, I believe, for the 
very reasons you have just said, to stop distress 
Sed lanered Now, oyourtcetbyarposted price. int Vexas- Tor 
Oia, Bhatapesrs nomrelation,, does "22, 9to"Ens cost 
Of Bindanesi developing or ti fving? 

MA. RABRTZNES” Well, Lowould= sayin’ the 
overall the posted price certainly has to be higher 
gohan. one crnost “ofsfinding, developing and Lifting 
ghe oll; 

MB. CPATRINGOs But apart from “that; ‘chat 
Lt is\more than thaty it doesn't bear any relation 
to the cost 1 mean, you just/don't take the cost 
and put on a certain percentage and say there it is. 

NK. HA RTZKEe wy Now you ‘couldn't "do that in 
every instance because then you would practically 


have a posted price at every well, because the cost 


ut Fag? Suber tae ave o lial Biase) etaes «: 
aaah 
PE i AY a" re “bie 8 ai : 


. 4 7 q 
omic to Atanel afdetorsts. 2 tebhenoe aa tele 
Gre ae 7 : 2 7 J 


' ) Ctrro-veq TO) 


’ ; L i 7 i i} q 
sos¢ biyow t00-Veq.nd sooetensrotio teloo.asg ViIsve. a 


noicom ~wo BSL oo begbuy, sd: or ae 


eh 
, Y GLOH YROdyGas +) OLLI TEL 21M 
Bt ne 
] - 
} ; ny Kris ob inary Ov. i Ivas 8s Mer at Se tit fo -: 


| 
a | 


! 
| 
vewrdetb qode of. hten Sav even poy ahoesen prey 
Y nage! Af e6lag betuoy 4 ven Moy qwor gail fers - 


7 haem 
» 5 Ln, “ee re kK ' 
4 > <} ; 4 } 4 [ a Ca 4 “4 £ i. 5 [ SY, 0 T te aa « 5@ | J prt “a ae L LG 1 p 


“ett od OF ead yintetaso! oclag betedq-edy, Eiessvo ce 


7 P = i j , 
TILL bas. guigolevoh. .sokbnta to dg0m, Sat tans ae 


sa i é 1d Das 7 
Pf : : | 


i an yy fto. eta 

. | | 

-o5 ae ine a ae 

- ; ters yteelt. movk. Inege Pub. ORT P AT ae, Me | 


i j  nodsetlen ihe ted. d metoob. tf pda nay: nome Ree 


fase “sas abla 3 inks key A: ee #fevo dene. otsh 


pi dh stented yee bae 986 Liga na otptnea:e 40) 0, tua ets 


ante 
b Setid Of Ff sotion.uck 3, oH 


eeu anu 
co Pema 
y - 


‘a ff eotidea bite bowie 


oe 
3 . Fale 


er 


5: me ie ih fren i 


ee hen 


J890 ‘anid | 
U tae 


o : ni 
yi 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 4590 
SL 


of every well is different, and that would be quite 
an impracticable way of handling and marketing the 
eo 

ME, =PATTILLO:) When yow get the posted price, 
18 it that price that ds really controlling the world 
De LCe! Ol. Oil. todays 

MR. ASH: Would you repeat the question, 
please? 

MR, PATTILLO: Would the reporter read the 
question? 

THE REPORTER: "When you get the posted price 
ie 20 Chav price, tDhatras Prealiy controlling the world 
price of oil today?". 

TO decks we One i 2S Peal ne reverse : 
the. posted. price, is. controlled. by the worid situation, 
That oil has to compete in the world markets and it 
is competitive. 

Mae. PATTEREOs Well, from the Lnrormation 
chat has been given to.us here, Ir. Ash, There is. no 
comparison petween the cost of finding, developing 
and lifting oil in the United States as compared to 
Venezuela or the Middle East. Venezuela is less and 
the Middle East is less again. You agree with that? 

MR, ASH: Yes, 1 agree with that. 

MR, PATTIODLO: And. the United States price 
for finding, developing and lifting is the highest, 
it is higher than Canada. 
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MR, PATTILLO: What I am trying to get at 
is, from your experience in the oil business, which 
Bets the price, the US price or the Middle East price? 
Which leads the parade? 

Ma. ASH: The one that leads the parade 
is the one that goes after the market with a cut price, 
and he may be a US producer and he may be a Near East 
producer, depending on the supply situation. 

MR, PATTILLO: But he has never been an 
Alperta producer. 

Nn, Aolt Yes, me has, 

MR, PATTILLO: Where? 

May ool: in tne Purer Sound Area and in 
California, because the Near East supply was shut 
Of1it and the Alberta oll became comperivive, and they 
took over markets which were handled by California. 

Mae PAPI EO? Why ad wo nor emai 
competitive? 

Ma nome 1 think Alberta oll is competitive 
WLon!) Calicornia Ol: 

Mera Os Wie Ve Chats 

MR. ASH: Partly because of the Suez position 
Cajirornia oi) hada Jong Situation poth in crude oi] 
and in products that had to be worked off. 

MR, PATTILLO: The long situation developed 
during the Suez crisis or afterwards? 

MR. ASH: Afterwards. 


MR. PATTILLO: If the Canadian oil got in 
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there during the Suez crisis and got the market, when 
the Suez Canal opened up again why Lee Canadian oil 
able to stay competitive and stay there? 

MR. ASH: Canadian oil is still fundamentally 
competitive in the Puget Sound area. in the California 
area you have foreign crude oil, Near East o11; the 
relationship would be something like the relationship 
that Mr. Ritchie outlined for Near East oil. There 
would .»be a dirferential on paper on Middie East oii. 

MR. PATTI: » Mr. Ashcan. vou agree that, 
regardless of price, the Shell organization would 
always buy, unless there was a supstantial economic 
advantage, its own owner-shipped oil rather than 
Dirty PO Faun Oldest A lbertas 

MR. ASH: I think what Shell wants to .do 
ie to get its own oil as close to the market as it 
possibly can. We are investing very heavy sums here 
in order to supply this market with our own crude 
oll. Mr. Ritchie has the exact differential. 

Mie Cabello: Right. thank you; 

ME. BEECH EE: Beal ly Me Pauli Os SL 
wanted to speak to your question as to whether Shell 
would always buy other oil than resident Canadian oil 
if it was competitive, and the current situation is 
that we could lay down Middle East oil in Sherbourne 
and Vancouver. As a matter of fact, with the tanker 
rates I quoted previously, we could lay it down not 


only competitively but to our advantage in the posted 
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price. But to say that Shell would always use its 
Own Oll rather than Canadian oil is nov’ correct. I 
just wanted to make that clear. As a matter of fact, 
we have been, through the Trans Mountain system, the 
lareest purchasers of Alberta oll, taking into account 
Bnacorces Plus OUPr*vetTinery Im Vancouver. Uver the 
period we have been the largest purchasers of Alberta 
O11, and if we were looking just at Shell's own group 
position, not taking into account anything about 
Canadian oil, we could have put foreign oil -~-- by 
foreign oil i-méan other than Canadian oil =- into 
pMhacortes to the nev aedvantasze of the group, and we 
Nave nov done’ so, 

MR. PATTILLO: I asked Mr. Brown this the 
other day; you may have this information, he didn't 
Mave 2, Pave You ever Tieured oul Now much Po would 
COst co put Canadian oil through the Trans Mountain 
system into Vancouver and then by tanker through the 
Panama Canal into Portland? 

MR. RITCHIE: Yes, sir, we have examined 
that, and tne Citrerential would’ be so Large thas 
it would be quite impracticable, I can assure you. 

NMR, PATTILLO: Can you give us any figures? 

Me BLT OniE: No, I cannot give you figures. 
I can work them out. But even on the current distress 
tanker rates, to go around from Vancouver through the 
canal and up to Portland would be entirely uneconomical, 


MR, PATTILLO: Do you know how much that would 
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MA. BLTCHIE: No. L can assure you that it 
was over 50¢ a barre. that we were looking at as 
a differential over Alberta crude. I cannot say 
categorically what it is. 

MR. PATTILLO: We had over 60¢ differential 
a little while ago, so I thought perhaps we might 
fang 16 would be just ae cheap ©o bring 10. through 
the Trans Mountain system around Panama. 

Mie Pe CPL) Mee Pale Pon 2 youre 
back on a theoretical case, we can absorb the 60¢ 
a barrel and back up Middle East oi! with Canadian 
oil, and whether we can do that is a matter we would 
have to determine, but I canassure you we haven't 
Jooked at it as a rational scheme. 

Nee Facute, At 2 may, “b mleie ie Lavorave 
on what I said a minute ago so that we will have 
some figures in the record of what we could do at 
the moment. We could lay it down at 32.88 at USMC 
minus 50, $2.60 at USMC minus 60, and $2.55 USMC 
minus 65; and I submit to you we could have 
obtained plenty of tankers in the last quarter at 


minus 65, 
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MR. PATTILLO: Can you get for me, Mr. 
Ritchie, what the tanker rate would be, U.S.M.C., 
from Vancouver to Portland through the Panama 
Canal? 

MR. RITCHIE: Yes, [can Gav) that,: but 
Dhavern’t got it with me. You wish that. informa- 
tion? 

ME. ART ELLO: Yes, please. 

Mie RITCHERS, What nate, would & take this 
nencenvasce wrt Uso iM. OG. ? 

MR SPAT ELG: i thank you showld. dé 
just as you have been doing now. 

Mes REDGHER: JUSt Give you a table and 
Vio OC are USSy OUD ir Saks 

Pi. PATTI GLO < Me. Ash, iL asked you this 
morning about this products: line from Toronto to 
Montreal. Supposing (and I quite agree that this 
has got to be an assumption) that Canadian oil did 
eo ninco Montreal, would it tollow, then, that Canadian 
oil would have to have an equality with Toronto with 
Lransportatilonsiaid .oown. price, 2n order that you 
eourcucentinue to use the products Jine;, bringing 
your products into Montreal from, Onvario? 

MR, ASH: NO, wmehoy lt kedGa wt atcha 6o.. 

MR. PARPLLEO: Supposing that --- 

Mike ASH: = Pernaps +i. ought.to.quality that. 
sir. You used the word "Toronto". I think what 


would happen, if, as you are assuming, C nadian oil 
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went to Montreal, the products pipeline, you might 
say, would be divided in two, and the Montreal re- 


finers would pump refined products along the line 


ialfway, and the Toronto refiners would re- 


J 
(S) 
O 
GS 
ci 
me 


verse the pipeline and pump towards that meeting 
Point, SO that the Cunadian oil would serve the econ- 
omic market. 

vA PAULL: What about the thought I 
Was expressing this morning, which horrified you a 
DEL, Ol GOonvertine inss products Jine gnto a erude 
oli line and taking Canadian crude into Montreal, 
with the idea that 1t would get there more quickly 
than the 3-year period which has been mentioned? 
You said that there were some great engineering difri- 
CuULuLes: 

MA. ons No, ‘Sir, FT dia notererer tc 
Cie venpineecring. oliievculties. 1 think Jb tried to 
make it clear that, engineering-wise, it would be 
feasible, but you would have to satisfy your products 
movement. I think I could go over the economic dis- 
advantages. That pipeline has been built with a 
large distribution network around it by the companies 
involved and other companies for whom they are carry- 
ing products and, if the pipeline was carrying crude 
only, that network would not fit the picture at all. 
You would have to transport that same volume of 
refined products by ship to the terminal point, which 


we gave up when we built the products line. In 
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effect, we are moving inwards from the lake. In 

our country, I would estimate we have $3 million tied 
up in new terminals and distribution facilities for 

a popes ne. 

Mia PAT LO All of which would be 
scrapped and you would have to --- 

MR. ASH: We would have to go back to the 
lake and get new terminal arrangements and build up 
azain; and that figure is our figure only, not the 
figure of the other companies. 

Can coon weet youl take. 

MR, PATTILLO: Yess ohs yes. 

MR. ASH: Well, you go back to the situa- 
tion which we tried to correct with the products 
Jine of having @ substantial amount oz: money tied up 
with tankage inventory, which is one of the main rea- 
sons for the line, and the inventory is now carried 
ai). Sie Line.. 

MR, PATTILLO: Mice Gia rmiat. yor mit DL 
have, subject to reviewing my notes tonight, asked 
all the questions I wish to ask on the oil phase of 
the business, and I was proposing to deal with the 


4 


gas phase tomorrow; so, perhaps, the Commission would 
ask any questions they now want to ask and perhaps 
would agree with me that we divide the matter in 

two and deal with oil and then later go to gas. 


THE CHAIRMAN: Mr. Ash, I would like to 


get back to this posted price in Texas. I am not 
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sure the Commission understands exactly how a posted 


price 18 arrived at. Can you explain how a posted 


MR. ASH: Web ky Gy oles, sre Diet Ce 
is posted by the buyer or crude oil and, fundamen- 
tally, it is the price at which he can get the quan- 
tities or crude that he needs. Therefore, if he is 
having trouble, obtaining «crude for refining, he will 
increase the price. 

THE CHAIRMAN: Can you tell me who the 
Draucipal buyers of crude would be in Texas? 

MR. ASH: I think Kartzke could answer 
that better than me. W do, and the Texas company 
do; Humble are probably the biggest, Continental, 
Guid. 

THE CHAIRMAN: Gul? 

MR. ASH: Yes. 

THE CHAIRMAN: And Standard, I suppose. 
Would there be just one posted price? 

MR. ASH: Not necessarily. 

THE CHAIRMAN: Would all the buyers have 
the same price? 

Mia ASE: NOU necessari iy. 

THE CHATRMAN: in the same TiLeid, you would 
have different prices? 


ASH s There can be. There have been. 


— 
— 
ung 
pa 
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THE CHAIRMAN: fs in usual? 


MR. ASH: Well, the price tends to stabilize 
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at the going rate, the rate at which supply can be 
obinineds! but bf an oll company 2s) invditiiculty 
it will adjust its price to meet the market. 

THE CHAIRMAN: Up or down? 

MA. ASH: Up"er dewn, 4s the case may be. 

THE. CHATRMAN: I do notethink; as a Com- 
mission, we have ever heard of there being more than 
one posted price in Alberta. 

ME Sie ives, De thtnk there tas beenyoeir. 

THE CHAIRMAN: It may be a different 
price, sont cysmonchi. 

Ma. ASH: No, a@ ditferent. price at the 
same time. 

THE ‘CHATRMAN: In the same field? 

MAAS em drawing on memory, sir, but 
My eco iecliom 24S hea poBer ioe American ac. one 
time. cn bicines price. 

THE CHAIRMAN: Cut the price? 

MR wee: That is my recollection,” and 
there are some differences existing now, Mr. Kartzke 
tells me. 

THe CHAIRMAN: Well, let us get back to 
Texas. Would those buyers be substantially the same 
inveresiy wie. would be. buying or posting prices in 
the Middle East? 

MR. ASH: IT am not sure that I under- 
stand your question. 


THE CHATRMAN: Lt asked you who the 
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principal buyers would be, therefore, they would 
be the ones who would be determining the prices 
which they were prepared to pay in Texas for crude 
at the wellhead, is that right? 

MR. ASH: Determining their own prices. 

THE CHALRMAN;: And, by end Laree. iit 
would be one price? 

MR. ASH: That would be the tendency. 

THE CHAIRMAN: That would be the tendency. 
Then you told me who those interests or buyers would 
be, in Texas, and I asked you would they be substan- 
tially the same buyers in the Middle East. 

MES Aon Oy oer”, 

THE CHAIRMAN: In interest? Not necessarily 
in name, but in interest? 

MA foe * No; phe answer 2a no, sir. “There 
are other companies outside of that Texas area com- 
pletely. 

THE CHATRMAN: On, DL appreciLave cthac, “Mr: 
Ash, buv the Shell organization, for instance, would 
be a buyer in Texas? 

MR. ASH: Yes yn bo ae. 

THE CHAIRMAN: ‘The Shell organization would 
be a buyer in the Middle East? 

MR. ASH: Yes, it is a buyer in the 
Middle East. 

THE CHATRMAN: And the other oil companies 


and those interests you mentioned would be the same, 
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they not? 


ASH: Not company by company. For 


there are buyers in the Middle East who 


are not buyers in Texas. 


THE 


same might be 


are --- 


THE 


CHAIRMAN: That is correct, and the 


true in reverse. 


ASH: Yes. 


CHAIRMAN : But, Joy ano waree, there 


There are certain companies 


CHAIRMAN: BUYING Ln pour ocala ties? 


r 


ASH: MAtwLS Correct. 


CHATRMAN : Yes, organizations, the 


Same in interest? 


MR. 


ASH: Certain ones, yes. 
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THE CHAIRMAN: Well, then, how is it 
you can say that the price, the posted price in 
Texas is determined on a competitive basis with 
Middle East oil when you are not dealing at arm's 
length, are you? 

MR, ASH: Oh, yes; we are, and the simple 
way is to say that the companies are different, I 
agree some are the same, but there are enough who 
are different to provide the competitive factor, and 
this has -happened. 

THE CHAIRMAN: It has happened, you say? 


Mi. ASH: Mes : 


a little bit about it. 

Mr. Ash, would you be good enough to tell 
me the names of the principal officers of the Shell 
Oil Company of Canada? 

MR. ASH: IMME sor PEeers |; (Sim, Cy Boevdirec= 
tors? 

THE CHATRMAN: » The officers. 

MR. ASH: WeiisV¥> Ash president. 12%. 
Kartzke, vice-president in charge of exploration and 
production, who is here. §h.P. Watchtie, vice-president 
of transportation/supplies on my left. J.A. Ross, 
vice-president and treasurer. A.L. Wilson, who is 
not here, vice-president on marketing. G. Davidson, 
who is not here, vice-president of refining. ‘The 


THE CHAIRMAN: Well, I think I understand 
secretary is J.E. Hughes. We have just appointed 
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an executive vice-president, D.B. Vale. 

THE CHAIRMAN: How many directors has 
the company? 

MR. ASH: ihe company has elght directors. 
Do you wish to know their names? 

THE CHAIRMAN: Please. 

MR. ASH: Myself, W.M.V. Ash; G. Davidson, 
whom I mentioned; another Mr. Davidson, I.D. David- 
Stet. Valepove Grarstrom:s Pil. Karvzves who Js 
here: HS wceurnss "At. Galloway: 

THE CHAIRMAN: Would you be good enough 
to give their residences? 

MR. ASH: Individually? 

ine CHeroMaN:s: Yes, please. 

Ming Aone Asn, Ge Davidson wr. ep. Dayiison. 
Vale} Graistremeand Khartzke, that is siz cut 1of 
the eight, are resident in various parts of Canada, 
and Burns and Galloway are resident in New York. 

THE CHAIRMAN: Would you be good enough 
to give us the same information with respect to 
Canadian Shell Limited? 

MR, ASH: ine OLracers-arevi.D. Davidson, 
who is one of the directors I mentioned on my 
Board; V. Grafstrom, whom I mentioned as being on 
my Board, vice-president; and there is a newly 
appointed vice-president who has not yet arrived 
by the name of Holliday. The secretary is T.B. 


Brown. 
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The directors are W.M.V. Ash, R.B. Barr, 
L,.D.. Davidson, P.J: Stephens, J.L. Loudon, F. 
ochapers, V. Grafstrom and D.A. Rowe, treasurer. 

THE CHAIRMAN: fnd their residences? 

MR, ASH: Ash, Barr, 1.D., Davideon and 
Grafstrom of the directors are resident in Toronto, 
All the officers are resident in Canada. That 
leaves Stephens and Loudon who are resident in London, 
Pngland, sochapers is resident in the Hague, Holland. 

THER CHATRMAN: I understand both companies 
are private companies incorporated in Ontario? 

Mn, ASH: One, the operating company, my 
company, is a Dominion company. The holding company 
is an Ontario company. 

THE CHAIRMAN: Would you. be good enough 
to file with the Chairman of tne Commission a copy 
of your 1956-57 balance sheets and profit and loss 
statement? JUR GOs LODY OL each, 

Min) Goi e Yes. 

THE CHAIRMAN: [if you will file those 
With the Chairman. This morning we got the quan- 
tities but not the dollar amount -- could you tell 
us what is the dollar amount of the 2 million-odd 


barrels of products imported by Shell into Canada 


tity to be imported in 19538? 
MR. Aoi: We do not have it here but we 


in 1957 and the dollar value of the estimated quan- 
Can c£eC 1b Tor you. 
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THE CHAIRMAN: Would you do that, please? 

MR. ASH: Yes, 1957 and '58. 

THE CHAIRMAN: Correct. Have you got the 
dollar vaiue of your importations into Canada of 
crude in 1957? 

MR. ASH: Not with me, but B can get: that, 
also. 

THE CHAIRMAN: Then would you please let 
us have that? 

Mie Bot? Yess. sir. 

THE CHAIRMAN: Also che dollar vyaiwe or 
your estimated imports of crude for 1958. 

MR. ASH: Yes: 

THE CHAIRMAN: You were going to supply us 
with, or give us, some figures with respect to the 
Ontario refinery capacity in 1961. in the meantime 
would you tell us what you anticipate your rerinery 
Capacity, ohell's refinery capacity in Ontario in 
1961 would be? IT assume it is just your Bronte 
retinery. 

MR. ASH: Yes. Of course, we have not 
started it; we have not yet come to a decision to 
build it. We have bought the land and we will make 
the decision next year. 

THE CHAIRMAN: Judging by the press 
some months ago, I thought the decision had been 
made. What would be the capacity? 


MR, ASH: As to the capacity, again, we 
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have not yet made a decision but I guess 30,000 
barrels a day. 

THE CHAIRMAN: Just Tar our“apsistance, 
would you be good enough to tell me what other oil 
companies are involved in this question of the 
Ontario refinery capacity? Would at be BVA.? 

MA) BOE Yes, in the area we are talking 
aucut at would be  BuA,, McoColl-Fronvenac, Cities 
service, who are just completing, and our own at a 
fuLupe dace, Then, im the Sarnia’ area, Imperial Oil, 
Dendreon Onls, sun Oli: thas is the Joc. 

THE CHAIRMAN: That would be all? 

MR. ASH: in’ Sarnia, yes. 

MR. COMMISSIONER HARDY: Nie, eer) nate, 
Ritchie explained to us this afternoon that at the 
present time you could lay down ol] in: Vancouver 
heaver than. you could Dring in Alberta orl but, as 
Sxiteauwuer Of Dolley, vow do nou. choose: TO do: that. 
That principle, of course, would appear to be exactly 
the same position as the advocates of a pipeline to 
Montreal are asking us to accept in the Montreal 
area. As I understand your position: fundamentally, 
while there is a lot of detailed argument in the 
trier,  . thank, poser bly, your real fundamental argu- 
ment against it was given this afternoon when you 
S210. you GLO AOL consider 10 would.be in the best 
interests of the petroleum industry on a world-wide 


basis to throw 250,000 barrels a day onto the open 
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"aioe 


|| 
world market. 


MR. ASH: No, sir, I simply mentioned 
that as an additional factor, 

MR. COMMISSIONER HARDY: You do not think 
Wiel ..8, Wie Most Amportant Tractor? 

MR, ASH: No, I think the important fac- 
COP 16, .6ven though ac the present moment snell 
eould buy cheaper oil for what we call our Vancouver 
refinery, cheaper than the Canadian oil we are supply- 
ing, we do regard that as a long-term basically 
economic point at which to use ranean erude:. 611. 
But the other one in Montreal we do not consider a 
PONE -LeErm Dasic. piace al which GO refine crude oli, 

MR. COMMISSIONER HARDY: Assuming the indus- 
try has to solve its problem of throwing 250,000 
barrels a day onto the world market, would you agree 
that at the present time that would become the immed- 
Late problem of the United States Government rather 
than the industry? 

ME. AGHs I did not attempt to say where 
be Would bec Perhaps i Was LOO Speciric. LE simply 
used the words ‘resting place"; possibly the resting 
place of that oil would be in the ground, as some- 


one supeested. I simply say in 10s contribution. to 


its way to the West Coast. 
MR. COMMISSIONER HARDY: You do not care 


the over-supply situation that oil might even find 
to comment; in other words, you do not want to commit 
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yourself as to whether it would become an American 
Government problem or not? 

MR. ASH: No...) NOW, 2 tect u0es. become an 
American Government problem in the Puget Sound area 


4. 


Cry Cali ornia, tTiatieerour problem, Loo . 

THE CHALRMAN: )) Thank you very much. Sr. 
pen, Drink Thape your and your colteasves: wold. 
probably, be asked some Turther questions by members 
of the Commission tomorrow morning when we re- 
assemble. I think, however, we had better adjourn 
now. 

Gentlemen, we will adjourn until tomorrow 
morn vwe ete lO,O07o "clock. in Gaes: room, 


---Whereupon the hearing adjourned at 4.30 p.m. 
UnpLL 1Os00.asn. Saturday, May Sredy. 205e. 
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Saturday, 
May 3, 1958. 


---On resuming at 10.00 o'clock, 


---Mr., Commissioner Ladner was not present. 
---Mr. Commissioner Hardy was not present. 

THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mr. Ash, your briet asivery fine in every 
way but in it and in your testimony yesterday you 
are against the extension or building of a pipe- 
line to Montreal and the general tenor of your 
brief is to leave the present situation alone and 
nature will take care of itself in due course. Is 
there any recommendation, at least any suggestion, 
which you or your colleagues could make to the 
Commission as to howthe present situation could 
be alleviated in so far as Canadian oil production 
is concerned? 

MR. ASH: You mean in the short term, sir? 

THE CHAIRMAN: Yes, 

MR. ASH: Because we have suggested in 
the long term the building of refining capacity 
in Ontario is one of the main answers. 

THE CHAIRMAN: In addition to that, I 
think you want to rely on exports to the United 


States. 
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MR. ASH: Also in the longer term, 

THE CHAIRMAN: In the longer term. 
There are those that have expressed the view 
before us that that is a very uncertain situation 
for Canada to be placed in and that we should do 
something to help ourselves. After all, the 
United States is taking steps to help itself 
in this present crisis, you might say. Have 
you any alternative to the Montreal market that 
you can suggest to the Commission? 

MR. ASH: In the short term or long 
term, sir? 

THE CHAIRMAN: In the short term and 
aiso in the long term. 

MR. ASH: . In the long term, .- think 
we stand on what we said. We believe the American 
need for our oil is inevitable and that we will 
have the export figures which we have cabled, 
We also feel, and we ourselves intend to do it, 
that the building of refining capacity in 
Ontario will be a major addition to the outlet 
OF ‘Canadian iol Loin the shoru term 1 nave 
already mentioned Anacortes is doubling and I 
have reason to believe that will steadily increase 
and go back to what I will call normal. There 
is another possibility which I can only make as 
a suggestion because we are only just looking at 


it and have not, by any means, worked it out but 
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it might be possible to divert some of the refining 
which is now done in Montreal to existing Ontario 
refineries. 

THE CHAIRMAN: By bringing the crude by 
water? 

MR, ASH: No, by entering into processing 
agreements or buying products in Ontario which are 
now supplied out of Montreal. As I say, sir, it is 
only a suggestion, it is only in the mind; whether 
or not it can be worked out I do not know but it 
is a short term possibility. 

THE CHAIRMAN: I think it is fair to say 
it is hard to understand the reasoning that is 
stated at times that we are a trading country and 
we are building a wall around ourselves but are 
we building a wall around ourselves by going into 
the Montreal market as long as we have a surplus 
in our country? Should we not supply our own needs? 

MRS ASH?) Slr ee susnacmartcer ObTone's 
opinion but mine is that you are facing the build- 
ing of a wall around Canada if you do that. 

THE CHAIRMAN: It does not seem logical, 
let us say, to export wheat from Western Canada to 
the Western United States and import wheat into 
Bastern Canada, does it? 

MR. ASH: I am afraid that is out of my 
field. 


THE CHAIRMAN: Tell me, is Shell interested -- 
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have you a refinery in the Maritime provinces? 

MR, ASH: No, sir, we have not. 

THE CHAIRMAN: Thank you, very much. 

MR. FRAWLEY: I would like to begin 
directing two or three questions to Mr. Kartzke 
apropos of something that took place yesterday. 

Mr. Kartzke, are you in favour of the 
pro rationing of the oil industry in Alberta as it 
is now practised by the Conservation Board? 

MR. KARTZKE: On the whole, yes. 

MR, FRAWLEY: Have you any objection ta 
the Conservation Board with regard to their pro 
rationing policy? 

MR, KARTZKE: No. 

MR. FRAWLEY: In any degree, large or 
small? 

MR, KARTZKE: No. 

MR, FRAWLEY: Do you know of any major 
or independent company that has protested to the 
Conservation Board against pro rationing and seeking 
to be released from it? 

MR, KARTZKE: I know of none. 

MR, FRAWLEY: Do you think it would be 
possible to produce the oil in Alberta, faced as 
we are with a lack of market, without the pro 
rationing that is now in practice by the Conservation 
Board? 


MR, KARTZKE: I do not know that I understand 


Bh dee 
ime 
Bera) 
ar 
ae 
‘ 


says 
ih 
oye 


- ob 
. 


m 
io 


‘ . 
. t Y 
. 
ere F 
’ é 


egy eh 
of 
pom get 
i dan 

pain 
Lf . 


rye 
An 


Ae 
ity 
tes y 
Simoes 


. 
} 


ie mt) 
. 


i 
if 
Lar) 


»] 


. 
. . 
\ bs 4 
ce a con 
fi & 
cast eel hh a! Gee 
2 ry rel ey BIE “ 
Pe 
id bran 
tie : sieve 
Lay eee Cha aA 
7 ANE ' 
ue : 
res aol oe 
a ‘ * ‘ 
Way ty 3 GUN? See 
PA a PS P 
. Tek tw 
72% £ 
. mays ro 
” 
‘ ‘ 
Naa : 
oie - 
ise eee a 
me More nie : 
eh , 
i fete bs o- . 
Pes “ 
“" fae - 
" ‘ 
wo X is ‘ i 
u \. , 
be - 4 
ia a . 
’ oe A 
ane yr 
snl 2 
. . 
es se 
a ‘ . 
Bre itis eR TEE 4 i 
4 >a a Oe & 
Deets Paar . 
een ar 


“oan eis . 
A Me a 
Rie th 
s + 


— 
% 
foe 
sbae ath BAe 


a 
art 


ANGUS, STONEHOUSE & CO, LTD. 4613 
TORONTO, ONTARIO 


your question, 

MR, FRAWLEY: Let me phrase it differently, 
then, Mr. Kartzke: is the pro rationing to market 
required by the Alberta oil industry at the present 
time? 

MR. KARTZKE: Well, Mr. Frawley, I said 
that as far as we were concerned we were in favour 
Of 10.9 (Sy Mmequired. «do You Mican: tii iereswae no 
pro rationing we would have no industry? 

MR. FRAWLEY: Is it necessary for the well- 
being of the industry today? 

MR, KARTZKE: Well, I said that we were 
in favour of it, I think the industry could exist 
without it. 

MR. FRAWLEY: All right, that 1s precisely 
what I want to ask you about. Let us assume we had 
mo pro rationing at ali: the market leader is 
Imperial Oil. Are you aware that before pro ration- 
ing was adopted as a policy of the Conservation 
Board that the market leader had to do its own pro 
rating? 

MR, KARTZKE: Certainly. 

MR, FRAWLEY: And if there was no pro 
rationing by the Board, would we not, immediately 
and automatically, return to pro rationing by the 
market leader? 

MR. KARTZKE: Not necessarily by the 


market leader but by the purchasers of crude oil. 
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MR. FRAWLEY: Either by the market leader 
or some committee of the purchasers, 

MRe .KARTAKE: I think that Ts correct, 

MR. FRAWLEY: That would be inevitable? 

MR. KARTZKE: I think so, 

MR. FRAWLEY: Let me just follow it a 
little further: let us suppose a company, let us 
take McColl - - McColl has some production up at 
Bonnie Glen. 

MR. KARTZKE: I am not sure, 

MR. FRAWLEY: Either McColl or Texas - - 
and they have a refinery in the Puget Sound area. 

MR. KARTZKE: Yes. 

MR. FRAWLEY: If there was no pro rationing 
I suppose the Texas interests would say, "We will ship 
all our Bonnie Glen production into the Puget Sound 
area", That would follow, would it not, in their own 
interests? 

Misa hak oka. § Noy edo nou Chanicsso, 

MR, FRAWLEY: What would they do? 

MR, KARTZKE: They might very well purchase 
a certain amount of their crude. 

MR. FRAWLEY: Well, if they decided to 
send their crude down and side by side with their 
production was an independent operator who had no 
refinery to send it to, would he be hurt? 

MR. KARTZKE: I do not think that follows. 


MR. FRAWLEY: What would be the position of 


Fe th: meneame Ma oe | aes _ 
. im iA SN? vs 
+ GRR RO: voeaelts ‘e; eb8 tennoenie 4 


’ ‘ ‘ . ae alehk:: k “< 
‘pee DE = ot IOD: o pe Ad eat: Serag, ioe ‘ ia Bui- be pRLADN, a | : 


i eae 


Ao 
; ! . » eee ees wry B07 ate we uo. brie) 7 
a as ! at : ee ences ge Gm tt 


woe “ee 
r a? Le s apie aye Tit i oe 
: + cS } & % ad Bee] TST ke 3m we iar i. <- 
‘* 
‘A en a De? % Oi Hy ey ee ' 
ue Pee D-H mos Be us SF Ser ee ee Gas ae fe Al :% 
aig ‘ x &. av VARS 2 pees ag he: BRA: ta Se Hee ties o %& 
| n 
|. S£B001 5 ee Po 
, £3 = oy a ey TS oe Fe f ye PRC AY fen \ . 
"1G r Css De ee ea * | ao, et a | pre) rs COM: 3 nS 
: 7 
hawk 3 i 2 Ree 
2 E + ~~ 
o ete ts SOS 
ae 7 a 
= abe a - ~ Pe Oe fC 
,REBUE PO, i EE ge 
> . og ae ee . 
F 1. ae o att Poa eine 
° Ch, sea > > ; AEP 3 ae as a a te hace 
: * 4 ere Se oe 
sor ae oe Ae x mets eof tee ey ETRE ee cm cae ry pees > é 
oe Se “<otet © ‘i eee ee CRY aa a me a pe ee os 5 ae ¥ Bi aie cts ae ch, zit 
woe Pua, ey Gera onder) " . - 3 ee 


- ‘ <pe oe erry n x r 
bpd - a oe i meee . ees vo : rar «ye fe re ke ie | ¢ 
iy 4 » a i ees ) ae _ : j i x a -. rae , = ; Ey hs ae de Dat bok nie Vv sa sa | ESot 


RedeessiTaLy 


i) 
fa 
. A rT 
Pe a ee eee ee ee ey TY |, REO rap! 
‘BERIT ELON NEA VSR Rad 2 Salads TRAA . 8 q 
Pea rest oes FO tern: a at i 
U 7 


| f 
eh nko - ’p tiers Lg tepap * 1 


gat heb inab wens At « soa tel VARS AN . 


eee cehiw abies ot Shia ate bi shu - tke td tb 


0 Rel Qen sohenedo Savheraqsutr! ce ‘eae 


al os ood ee aa oe 


ANGUS, STONEHOUSE & CO. LTD. 4615 
TORONTO, ONTARIO 


that independent operator with no position and no 
refinery to send it to? 

MR, KARTZKE: He would endeavour to sell 
it to the crude purchasers. 

MR, FRAWLEY: Would there not be some 
inclInaclon, OA NLS part to offer 1G ata -eneaper 
DrLces 

MR. KARTZKE: That would depend on the 
carcumsvances,. entirely. 

MR. FRAWLEY: And might be a consequence? 

ME. KART ZAR That. he would cut the price 
might.be a consequences. is that. your questi on? 

MR, FRAWLEY: Yes. 

MR, KARTZKE: . That 1.8 a possibility. 

MR, FRAWLEY: Would that be good or bad 
for the industry as a whole? 

MR. KARTZKE: The cubting.of the price? 

MR. FRAWLEY: Yes. 

MA KARTZKES Well, Frawley,  F think 
our business is one of competition and he is 
entitled to cut the price if he so desires. 

MR. FRAWLEY:, That.is true, but Jam 
asking what you think about the well-being of the 
Albertesoi industry 22 vouve2sr ante that sort of 
thing, the cutting of the price because they had 
no refinery outlet. 

MR, KARTZKE: If the price was cut to an 


unreasonable extent, I think it would be bad. 
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MR. FRAWLEY: I put it to you, Mr. Kartzke, 
if there was no pro rationing by the Conservation 
Board associated with the allowable shipped by the 
Board, that there would be a danger of a departure 
from proper conservation principles? What do you 
say about that? 

MR, KARTZKE: Would you repeat that? 

MR. FRAWLEY: I say there would be danger 
of departure from proper conservation principles if 
you had a market in which the producers were all 
endeavouring to sell their oil where they could and 
in endeavouring to do it by cutting prices. 

MR, KARTZKE: Thereiisia possibility there 
might be some loss in conservation but I would 
think that possibility would be very minor. 

MR, FRAWLEY: Then I am asking you for 
your considered opinion; do you think, as the 
vice-president of Shell Oil in Alberta, that we 
could get along just as well if we abolished pro 
rationing tomorrow? 

MR. KARTZKE: I think I answered that 
question when you first put it to me: we are in 
favour of pro rationing, therefore, I think we 
must think that it is probably the best method of 
handling the problem. 

MR, FRAWLEY: In other words, you think 
that we have to solve our market difficulties within 


the four walls of the pro rationing and conservation 
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principles as we now have them in this province? 

MR, KARTZKE: Well, I think the methods 
that we have now are the best that we have devised 
for this problem up to now, yes. 

MR, FRAWLEY: Do you think that the pro 
rationing, as it is now practised and conservation 
associated with it. is resulting in a lack of 
incentive on the part of the producers to go and 
find markets? 

MAy KARTZKE: In some instances; put, 
ad. 1 said, yesterday... think the industry as a 
whole is continuing to try and find markets for 
sur crude. oLl. 

MR, FRAWLEY: If we abolisned pro ration- 
ing tomorrow, would we thereby make it any more 
feasible to move out the shut-back production which 
we now have to suffer. 

MR. KARTZKE: Are you speaking now of 


phell. production, on industry producui on? 


3s 


MR. FRAWLEY: The whole industry. 

MA. Aileen. (NO, 4 GoenoOG aco iLnK ‘so. 

MR. FRAWLEY: Now, Mr. Ash, apropos of 
what the Chairman said to you this morning, do 
you regard the fact that Alberta could produce 
now 750,000 barrels a day, or roughly that figure, 
but can only sell 35%, do you regard that as a 
serious thing for the Alberta oil industry? 


MR, ASH: At the moment I agree it is ~° 
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a serious thing. 

MR. FRAWLEY: I am told when you compare 
the seriousness of our shut-back production to the 
shut-back in Texas, that we are a little worse off 
than they are - - something of the order of 65% 
shut-back with us and 60% shut-back with Texas. 
is that roughiy asiyou understands: tb? 

MR. ASH: I would like Mr. Kartzke to 
answer that question, 

MR, KARTZKE: I do not think we know 
the answer to that question, 

MR, FPRAWLEY: But, in any event,the 
Independents in Texas are endeavouring to obtain 
mancacvory Testrictions of Imports into the Uni veo 
States. 

MAS Aon. Leunderstand so. 

MRe BRAWLEY: And that fa for cie purpose 
of solving what they regard as a bad state of affairs 
in the producing sections of the United States. 

Mitt hone “lerepneat, sit, tae ein cercain 
sections of the United States it is serious, 

MR, FRAWLEY: Now, Mr. Ash, in your eonsidera- 
tion you say that Montreal has an advantage now over 
western crude bringing Venezuelan crude; it has an 
advantage and, as I take it, that ‘is why you think 
it is uneconomic to try and reach Montreal with 
Alberta crude. 


MR, ASH: We are thinking not only of 
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now but of the next twenty years. 

MR. FRAWLEY: Thinking of it now or for 
the next twenty years, it is difficult for Alberta 
crude to reach Montreal because that would have to 
overcome what you call the advantage of Venezuelan 
crude laid down in Montreal. 


MR. ASH: Venezuelan and Near East crude. 
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MR. FRAWLEY, Now you also say on page 24 
of your brief that as the refining capacity is en- 
larged in the Toronto/Hamilton area the products 
from that area, from that refining area, could 
push eastward and displace Montreal refined pro- 
ducts. That is what I find a little difficult 
to understand, if the Montreal refiner has that 
advantage now, how the Toronto/Hamilton refinery 
could displace his products. 

MR. ASH: May I turn thet over to Mr. 
Ritchie? This is his department. 

MR, FRAWLEY: Would you mind explaining 
to me, Mr. Ritchie, something which, frankly, I 
couldn't understand; it looked a little contradic- 
tory, Can you reconcile that? 

MR. RITCHIE: If you were talking about 
the Toronto market and you are trying to compare 
the cost of a refinery making product available 
in Toronto in the Toronto refinery as against the 
Montreal refinery, there is the cost of transpor- 
tation of your products, so the Toronto refiner 
has the advantage, without the transportation. 

MR. FRAWLEY: It says: "As refining capa- 
city is enlarged in the Toronto/Hamilton area the 
radius of economic product distribution will push 
eastward, replacing Montreal refined products." 

Mig earn. 8 Wha 1h len, sir. 


MR, FRAWLEY: Where are they going to 
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displace Montreal refined products? 

MR, RITCHIE: At the present time Montreal 
products come through as far as Hamilton, not for 
LHeseniuare anduetry but tor part, of 2i.) where 15.4 
fair percentage of the Toronto market itself served 
from Montreal, and if you have a full refinery 
capacity in the Toronto area to serve the Toronto 
market, then the normal distribution of that 
Toronto refinery area would be east of Toronto 
into areas which are now served by Montreal. It 
seems to me that that is quite self-evident. 

MR. PRAWLEY: You could narrow the 
orbit, as you say, of the Montreal refining, area. 

Ving iC be Yes. 

MR, FRAWLEY: If you start making pro- 
ducts in Bronte. Well, B.A. makes them at 
Clarkson, doesn't 2t? 

MR. RITCHIE: They have their refinery 
at Clarkson, and'they have largely, I belteve, 
eliminated movement from Montreal to Toronto. 

MR, FRAWLEY: Now, does the lack of 
decision for the building of your refinery at 
Bronte result from the fact that there is an 
advantage now with $3.07 Venezuelan crude in 
Montreal ? 

MA. RELTCHIER: » Noy you build a refinery 
because you need refining capacity, and the lack 


of decision, as you put it, is because we do not 
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require the additional refining capacity in eastern 
Canada at the moment. 

MR, FRAWLEY: Because you serve the 
Toronto market from Montreal. 

May RITCHIE: We do. That ts only for 
the time being, aS you, can dpprecitatve, We jay 
it is our plan to build a refinery in the Toronto 
area, and at that time we would serve the Toronto 
area and east of Toronto with products made from 
Canadian crude. 

MR, FRAWLEY: Page 27 of your brief 
says something that seems a little strange. "As 
Quebec refineries were compelled to a diet of 
high-cost erude, the unrestricted Maritime re- 
finers would be able to infiltrate the Montreal 
refiners! market." Now, does Shell Oil seriously 
contemplate Venezuelan crude going into the Halifax 
refining area being manufactured into products 
and supplying the large Montreal market from 
Halifax? I just want to know how seriously Shell 
contemplates that, if you don't mind my saying so, 
extraordinary situation. 

MR. RITCHIE: I think we established that 
you could lay down a port which is open the year 
around, particularly with Mid-East crude, at a 
considerable differential below the indicated 
price of Canadian crude into Montreal, and there 


was sufficient differential indicated which would 
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make the movement of product into the Maritime re- 

| fineries feasible; and there is another refinery being 
proposed and going to be completed, which refinery, 
I understand, is contemplating using Mid-East crude. 


You can understand that with this situation it 
would be more competitive moving products into 
the Montreal orbit if Montreal is actually oper- 
ating on a high-priced crude, 

MR; FRAWLEY: IT put it to you very bluntly 
that that te eli pure theory. Sheil has ay large 
refinery investment in Montreal. That is so, isn't 
i? 

MReMRLOCHIES 7 Yes, that 2s. a macuer or 
Fact. 

MR, FRAWLEY: They also have a large 
market in the Montreal area. That is a matter of 
Tactralso,. 

MR, RITCHIE: You are talking about the 
Quebec Province? 

MR, FRAWLEY: I simply put it to you, 
is Shell contemplating letting that refinery in- 
vestment remain idle and deteriorate and buying 
products at Halifax and bringing them up and 
supplying what they are now supplying 
Montreal market? 

MR. RITCHIE: Thereis<no inference -of 
Bras = Soule 


MR.FRAWLEY: I put it to you that, however 
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much you may theorize, the facts are so embedded 
in the Montreal and Quebec economy now that the 
day will never come when Quebec will have its 
petroleum products brought in by pipeline from 
refineries in Halifax. 

MR, RITCHIE: There has been no dis- 
cussion about bringing in pipelines from there, 
All we have said is that if Montreal was running 
on Alberta crude and the Maritime refineries were 
running on foreign crude the Maritimes refineries 
would have a competitive advantage of moving 
products into the Montreal area. I can assure 
you that the petroleum business is very compe- 
titive, and the fact that we have today a cer- 
tain volume and certain refining capacity does 
not necessarily mean that we retain it against 
competition if, in fact, the competition can 
obtain products at a cheaper price than we could 
in Montreal. 

MR. FRAWLEY: Supposing you had to pay 
$3.16 for Redwater crude at Montreal - I am using 
acTieure mt 51.0) -) 11 rou hac so pay (3.6 in 
Montreal for Redwater crude as against 3.07-3/4, 
would that difference be sufficient to warrant 
you abandoning your Montreal refining operation 
and get your products from a Halifax refinery 
using even cheaper Venezuelan and Near East crude? 


MR, RITCHIE: We have never inferred that 
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that was the case, sir. 

MR. FRAWLEY: Are you saying that that 
would be good eventually and economically for the 
Shell Oil Company of Canada? 

MR. RITCHIE: No. If we are going to 
continue talking about the advantage that may 
accrue to a Maritime refiner we should get back 
to the differentials we discussed available today 
and not talk about our cost of laying down through- 
put and pipeline, Mesa crude, as against 3.16 
which is your figure for Alberta crude laying 
into Montreal. We are talking about two different 
areas. 

MR, FRAWLEY: I am asking you to assume 
we can get Alberta crude into Montreal at 3.16, 
Take that as an assumption. Assume we can put 
Alberta crude into Montreal at 3.16, and you are 
bringing in your own crude from Venezuela at 
3.07-3/4. I just want to know whether you want 
to leave the impression with this Commission 
that you would sertously consider bpefore you do 
that, before you would take the Redwater crude 
at 3.16, you would abandon the Montreal situation 
and look to some refinery in the Maritimes to 
supply the Montreal market? 

MR, RITCHIE: We have never considered 


that. 
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P sone arterial ta eI 


(A0d OM LIEVS OSteroRte Bw, efpitastert th, ons ot 49 


BUOVAS MWOD Hekyes ee 4 “WQ, JUGGsH vie: Fou. has ot 


? soe of8 ow TT BS ,OK a ‘ALES ee 
ay i. is ee ue ibe = Sait wanes aes a 


mae 


Ver taf SIRS TENOR. Eatees + ¥Oods antilsa sun te moo 


b tuorta Pale: 19% (pale baa, BOS SURO OR. of 


ie ang 


een 


“33 
& 


L.E Taniess 2s pe UEte.. awe eaters Dog-tug 


24 “ie Pauses oP ee 


shivtl SI tA . OL tugtt way Bt; “18 Aw 
wode gotal 83. OTB AN os (sot aa ose 
-B89%8. 2 ; 

7 1 (Kee 700M arat shyro 0, Ba Todds: 79a: ED. cul : - 

iy nae 4 P imiseeA no tignvges Ae 98 a SMT ete. 
ee ee ae 
in aleueeney ioe "TO IWO. TOY nh slg tag 
atiseriw waned. Od draw Teall, I \E-{U,F 


notes iomea> gidd Atiw ofleesiqml si? svset. og 


Woy erage tShLz Oo. % tavoitse bitow woy deta; 

sbiyxe a0 Bwier att s8¢ bivow woy etoTsc dedd, 9 

stat he. Leetcny) atid nobréde bivow vcy sok £ we 
Py a eae ae 


id Ase MESSE Siid at VTren. 30% smoa og. door gt 
freuen te 


fits 


“ 


\ perebten rhs) ois OG Oe al” iat oe “e 


ailN 


atl 


qilins 


wer) 


i 


itl 
n 


fins, 


=(f 


i 4626 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


step by step make-up of the laid down price at 
Montreal? As you were good enough to give it 
to me and as I wrote it down, it may appear well 
in the record if you attended to me as I read it. 
You buy Mesa crude 38 A.P.I. gravity -- 

Nee Rh LICHEn: ot Tee Ore. 

MR. FRAWLEY: And it goes on Ship at 
Venezuela at $2.79 a barrel, and then you have an 
item of cargo insurance which is .001, and then 
an item of ocean freight of .246, transportation 
loss before Portiand .009, terminaling at Portland 
SOPMe Prine tre tose allowance 16 Ov lS, tariiey 
of the Portland Pipe Line Company to the Canadian 
boundary is .060, which gives us a sub-total at 
thats point Or o3. 24, 3.14) Sctualiys ihe Canadian 
equivalent of that is 3.047, and you have the tariff 
to Montreal of .030, and that gives you $3.077. You 
gave it to us as $3.07-3/4. That is the correct 
make-up, 18 it. Mr. Ritchie? 

MR. RITCHIE: Yes, Sir. 

MR, FRAWLEY: Now, the sulphur content of 
Mesa crude you have been good enough to tell me, was 
of the order of 1%. 

May REeCHin: “Yes, sir. 

MR. FRAWLEY: And I put it to you that, 
according to ordinary practice, that would require 
a 10¢ differential in favour of Redwater crude. 


What do you say about that? 
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MR. RITCHIE: I would like you to define 
what “ordinary practice" is, sir. 

MR. FRAWLEY: Well, you are probably not 
asking the right man for that, but I am told there 
is a differential for sulphur crude as against sweets 
crude, and sweet crude will command more in the mar- 
ket. 

That is certainly a layman's description 
Of 1t,. What do you think about’ that? 

MAS RoLGHIS: We think about one per cent 
sulphur Venezuela crude is a relatively sweet crude. 
Our refineries are geared to run that and we can 
obtain from 1t products of a sweet nature, having a 
ready market. For instance, you have, today, a rela- 
tively sweet crude with a low mercaptan content, 
producing such things as mineral spirits, and we 
can obtain that from Mesa crude without difficulty, 
so we certainly would not be interested in paying 
a premium to get a lower sulphur material. 

MR, FRAWLEY: There is also an adjustment, 
I am told, that is very easy to make, and that is 
for A.P.I. gravity, and I suggest there should be 
an adjustment of 8¢ in favour of Redwater crude, as 
Redwater is 35 degrees A.P.I. as against your 30.8, 
and that the usual allowance is 2¢ a point. 

As a Pea fact, that is what you ad- 
vertise, yourself, isn't it, in the Venezuela publi- 


cation called 'Petrolio"? 
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MR .SRITCHIES: We did not advertise it, 
Ship age 

MR. FRAWLEY: Well, that all comes back 
to what “we'’ is. The Compania Shell di Venezuela 
advertised it? 

Vi. Aerie: I work for the Shell Company 
OL Canada Limveted,? sir. 

THE CHATRMAN: Are you reading from the 
English or the Spanish textbook? 

MR. FRAWLEY: You might be sorry you asked 
me. 

What. 2a the matie of the consienor of che 
Mesa crude that you receive in Montreal? Who ships 
Vou uliay terude? 

Ma RCT: Ltsis shipped. by he liaor 
Venezuela. 

MR, FRAWLEY: Well, the Master of the ves- 
sel brings a bill of lading with him, I suppose? 

MARIOS: Yes. 

MR. FRAWLEY: And on that bill of lading 
the shipoemic the Compania Shell dz Venezuela? 

MAP SR DOCHI EA VThatbescorrecn. 

MR. FRAWLEY: And the consignee is shown 
as what? 

Nh. RLTORIE: The Shell Company of Canada. 

MR. FRAWLEY: Not any other Shell; the 
Shell Company of Canada. 


Now, just a word about that pipeline tariff. 
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What is the mileage from Portland to the Quebec 
boundary? 

Mn. BETCHIE: We had that question yester- 
aie eee wae 

MR. FRAWLEY: Yes. 

MR. RITCHIE: I have not the information. 

I gave you the total mileage, Portland to Montreal. 
Somebody else may have the information. 

MR. FRAWLEY: Well, if somebody has it, I 
would like to just make a quick comparison, that's 
all! I have a figure of 236.7 miles. 

tinh. novCole: “That we te Ticure pave you. 

MR. BRAWLEY: is Chal “Cher cous | -davetance 
frome rortland) to Montreal? 

Mis. eC Es + FrOMmM SOUTH FOrtland tertinas 
to Montreal. 

MR. FRAWLEY: Do you know what the dis- 
tance is from the boundary into Montreal, the Quebec 
boundary to Montreal? 

Mik. BRIUCRLE: NO, Sur, 

MR. FRAWLEY: Do you know whether it is 
Tis miles? 226 ts the total enc ene-nair of shay 
would be 118 miles. Is it 118 miles from the boun- 
dary? 

tn. nol Ua Le. No 2b 2S ese nen Fic, Bir, 

MR. FRAWLEY: Does any in the Shell group 
know the distance from the Quebec boundary into the 


GLty of Montreal? 
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MR. ASH: Tt is around 46, sir. 

MR. FRAWLEY: Then can you tell me why 

the Montreal Pipe Line Company is charging you 3¢, 
when you only pay 6¢ for 236 minus 40? Is there any 
explanation about that, Mr. Ritchie? 

MR. RITCHIE: No, I have no explanation 
BOUT Dee iii. 

Way oon't you. walt until, Portland s poing 
to present some information and ask them? I mean, 
it seems to me it is a relevant question to ask of 
them and I indicated yesterday that Portland do intend 
to give you factual daca. 

MR. FRAWLEY: Well, we will. We will ask 
them some questions. But, while I have got one of 
their best customers here, I might just ask him what 
he thinks about the rate. 

Have you protested the 3¢ rate? 

MR. RITCHIE: NOG MeL a. 

MR. FRAWLEY: Have you anybody in Quebec to 
whom you could protest? I mean, have you any regula- 
tory body that supervises the aftairs of the Montreal 
Pipe Line Company? 

UNE ewe a aah Ory SH Re I suppose we could protest. 
As a matter of fact, the question has never come up. 

MR. FRAWLEY: It.1is not subject to the juris- 
diction of the Board of Transport Commissioners. This 
pipeline, I suppose, exists wholly within the Province 
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MEARE CCR Tes That ae Correa, 
MR. FRAWLEY: And you are paying them 3¢ 


out of a total of 9¢ to carry it 40 miles as against 
6¢ that you pay for 236 minus 40. 

MR Gera PTL: Mie. Prawley>) Lethink there 
is something that may be entirely wrong. As I under- 
Stand tt. this as one continuous pipelines arne same as 
toe cinterprovincial pipeline, in that, in the United 
States, you have a separate subsidiary company, as 
deeaointerprovincial;: but IT would think that the whole 
undertaking being one and crossing over an inter- 
national border, it 2S entirely within “the jurisdic- 
muontoL the Board or Transport Commissioners, just as 
is intverprovincial. 

MR. FRAWLEY: Well, now, do you know whether 
or not these rates are filed with the Board of Trans- 
port:Commissioners for Canada? 

MS ORE TCHIE Peon byt tl canta ereliarou 

MEV ERAWOE Ys © thank f will pursue that 
with the Montreal Pipe Line Company. 

Nowe Wir Ritchie, Lowarrito talk to you, 
for a moment, about -- well, first, before we leave 
the Mesa crude, Venezuela Shell, we might call it --- 

Pina) Reese: May ancerrupt,) slr? 

MR A PRAWLEY: . Yes. 

ee eR OS ana. I have here a map indica- 
ting the route of the Portland-Montreal system and it 


tngtcaves, Povchiy. that it 2s in the order of 70 
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miles in Canada. 

MR. FRAWLEY: 70 miles? 

Made LCR st Less 

MR. FRAWLEY: Out of 236? 

Me ess Phapele COPrecu.o..-. 

MR, FRAWLEY: And does the information you 
have there indicate whether or not its tariffs are 
filed with any Quebec authority or any Federal author- 
ity in Canada? 

Mer RCH LE Nowe See) Gee CANO D 
pive you thav information, sir. 

MR. FRAWLEY: NOW, “CULL nes tone Sie! paar 


Venezuela, that company does some refining in Venezuela, 


does it? 

Mi RITCHIE: ~L believe so. 

MR. FRAWLEY: Do you know whether or not the 
price at which they sell to the refinery -- well, any 


reiinery operations, would be carried on under the 
name of Compania Shell di Venezuela? Do you know that? 
Me, Ash will probably know that. 

MR. ASH: I think the one refinery at 
Cardon and another at San Lorenzo are carried on under 
that name. 

MR. FRAWLEY: Those are the only refiner- 
ies you have in Venezuela? 

MR. ASH: Yes, 

MR. FRAWLEY: so the Venezuela company 


carries on both production, refining and, presumably, 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 4633 


some marketing also? 
Ma CHL ES Yes. 
MR. PRAWLEY: In Venezuela? 
Mi BOR Yes, 
MR. FRAWLEY: Do you know whether or not the 


company is selling, to its refining department, Mesa 


nO 


crude of 30.8 gravity at $2.79 or at something more 
Ole Looe. 
MR. ASH: tL gon't know, sir. 
MR. FRAWLEY: ‘The Compania Shell di Venezuela 


would be able to say that? 


MR. FRAWLEY: The principal business of the 
Compania Shell di Venezuela is the production and ex- 


POrt OL crude petroleum? 


MA oh ees Veg, 
Ma. PRAWLEY: How many destinations in 


Canada does its crude have? 


Mi. FRAWLEY: Montreal? 

Me TOTES 5) Yes, 

MR. FRAWLEY: I notice, from.a chapter in 
this very nice little booklet that you sent to me, Mr. 
Ass that 2O million barrels was sent to Canada in 
1956". That would. be about so. would, 1¢? 

MR. ASH: i presume 60, sir. 

MR. FRAWLEY: And that was out of the total 


of 265 million barrels, so that I presume the Canadian 
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outlet for Venezuela crude, insofar as this Venezuela 
Shell Company is concerned, is an important outlet? 

MK YASH. Yes, Sir. 

MR. FRAWLEY: Now I want to call your atten- 
tion to two postings of tank waggon gasoline prices in 
the "National Petroleum News" for April, 1958, page 
Ihe eye 

The Imperial Oil is pretty well the market 
jeader in Canada, isn't it? 

Mia RETCHIM: Yes. 

MR. FRAWLEY: And its postings are the 
obitecLal postanges? 

PIR: ares bain orn: eS.) Sas 

MR. FRAWLEY: And the Shell Company sells, 
by and large, at the prices posted by Imperial O11? 

MR RIGCHILE: Not always, sir. 

MR. FRAWLEY: Let us see if they do, in 
these instances. Are you selling regular Shell gaso- 
line, regular grade, in Montreal, tank waggon prices, 
of course, for 22.67 

Perhaps somebody from your marketing depart- 
ment could answer that. 

MR. RITCHIE: I certainly would have to 
check iT, Sir. 

MR. FRAWLEY: Lt would just tike to be sure. 
I would not want this to be one of the instances and 
then it would throw me right out. 
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MR, FRAWLEY: Would you mind checking it 
end correct it if it is not. correct? 

I find also that regular gasoline, posted 
by Imperial Of] in Toronto, is 22.8. Would you also 
say that was your price for tank waggon regular 
grade? 

MR. RITCHIE: What date is this you are 
Muocines Sir? 

MR. FRAWLEY: { am. quoting irom, Une 
"National Petroleum News"of April, 1958. ee ele 
the date of the posting I would be glad to give it to 
you. 

Here it is; March 1st, 1958. These prices 
were im erfect Mareh Ist, 1958. 

MAL Chiles LL wouldehave =bo -eneck. 2516. 
but I? believe that would be our price. 

MR. FRAWLEY: So that except for two deci- 
mal points the posted tank waggon price of regular 
pasoline in Montreal and Toronto are the same. 

Now, I will give you this figure of Redwater 
erude, laid down at Clarkson, where B/A has a big 
refinery. $3.39. 

TI give you, as reference, the iInterprovincia 
brief ac page 335. 

Now, would you accept that figure? 

Pirie ote oe ce DE they say it 2s the cost, 

I would accept it. 


MR. FRAWLEY: And I give you a laid down 
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crude price of Mesa at Montreal of $3.07 3/4, which 
is what you have given me, yourself. 

So I put it to you that there is a much 
better refinery spread at Montreal than -- let me be 
bold enough to say, than, perhaps, there should be. 

Wnat do you say about that? 

Bit ge 2b. te es I wouldn't agree with that, 
Saas 

MR. FRAWLEY: Now NG, Doo LL DUG. 2G "GO 
you that the Montreal refiner could pay 31¢ more to 
Riberta progucers Tor crude ofl and stil matnvain’ the 
same refinery spread, 

Mig Teor es LT wouldn't say shat’ thay was 
@ correct inference, either, sir. ToT eoee realy 
take a.plant, Toronto and Montreal, and compare them, 
there are zone areas in which gasoline prices vary and 
there are also zone ereas in which you have the same 
price, and transporvation. In other words, the best 
return in a zone area, if it is a large area and has 
the same price, the best return is right outside your 
refinery fence. 

You cannot categorically take any one loca- 
tion and say there is a better return to the refinery 
for this location than the other. It is very complex. 

MR. FRAWLEY: It is certainly very complex. 

MR. RITCHIE: But you are making inferences 
on just Wo spot situations, and I want to draw that 


to your attention. 
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MR. FRAWLEY: I simply say this -- and it 
is for the Commission to draw its conclusions -- l 
say it looks as if the refinery at Clarkson has a 
tank waggon price of $2.23 and a laid down price for 
crude of $3.39. Shell has a laid down crude price of 
$3.07 and a tank waggon price of $2.26 at Toronto and 
$2.23. I say those are the comparisons between the 
laid down crude and the nearest tank waggon price. 
To me, at least, you have got a much better refinery 
Spread in Montreal than you should have, that's all. 

What do you say about that? 

MR. RITCHIE: i sa.0 that is an inrerence 
that you are making that is not necessarily correct. 
As a matter of fact, I would categorically say it 
Was Mot correct. 

MR. FRAWLEY: What is the justification, 
then, or what is the explanation for a refinery putting 
in crude at 3.07 and charging 22.8, and another re- 
finery putting crude in at 3.39 and charging 22.6? 
taney do nowt scem to fit, to me, Me. Ritchie. 

MR. RITCHIE: Sir, if all we made was gaso- 
line, then perhaps some of the inferences you are 
drawing would have some validity, but when you make 
a full range of materials you have to take the cost 
of raw materials and of operations, the cost of all 
the products. 

MR. FRAWLEY: And we would have to take 


your heating oils and compare those two, alongside 
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the other price, take the fuel and compare --- 

WEE oe A as I think, Mr. Frawley, with 
great respect, you were inquiring, once before, when 
you got into this thing, and I understand it lasted 
18 months and nobody ever found the solution. 

MR. FRAWLEY: Well, I am prepared to say 
now that we did not find anything quite so simple 
as this. 

THE CHATRMAN: The Clarkson price might be 
a les. Leader, 

NA ene WHYS That Could be. Weswill near 
from them later. 

You see, Mr. Ritchie, the reason I am putting 
this to you is this: we have heard that one of the 
immediate effects of putting Alberta crude into 
Quebec would be to put up, necessarily, the consumer 
price in Montreal. Now, I will not say that is an 
effort to try to divide the two good Provinces of 
Alberta and Quebec, but I do think that I would like 
LO-resist tnat and I suggest the figures I have just 
given to you mean that there would be no reason what- 
ever to put up the consumer prices in Montreal on 
Loose kKindeat sticures ,.andli th youclry to.o sol would 
expect the Quebec Governrent to say something about 
it very quickly. Now, what have you got to say about 
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MR, RITCHIE: I thought we established 
that point a minute ago; you cannot talk about 
gasoline alone. You have to go into the whole 
range of products, The only inference you are 
drawing is that the Quebec refineries are just 
making away too much profit and, therefore, 
there is plenty of room for them to take a lower 
mares Of aro 2t. 

MR, FRAWLEY: All I say is that it 
shifts the onus. 

MR. RITCHIE: That is what you say. 

MR, FRAWLEY: I want to say something, 
too, about something Mr. Ash said because he put 
up my hopes yesterday when he said Puget Sound 
would be taking twice the volume of Alberta crude 
next month. 

Mie Ahont | NOS, Sur, eb O2d 40oc) Say ena. 

MR, FRAWLEY: I am sorry. 

MR. ASH: I said our refinery, and 
when I say our refinery I should say our Ameriean 
refinery, would be putting up the quantities, 

MR, FRAWLEY: Now, Mr, Ash, I want to 
call your attention to a document someone gave me 
issued by the Texas Railroad Commission, Oil and 
Gas Division, Austin, Texas. It is a statement 
concerning imports of crude oil and products into 
the United States as submitted by importing companies 


in compliance with Texas Senate Resolution No. 79 
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I find that the Shell Oil Company 
represents that from Canada they will be importing 
34 to 38 gravity crude, 13.0 in March; in April 
cM tn May 6.73 “In- June O08) ie July o,f and in 
August 18. 

so, if those figures mean to you what 
they mean to me, and I certainly want your somment 
on them because I may not be reading them correctly, 
but do they mean you will not be doubling your 
take on Alberta crude until August? 

MR. ASH: May I see that? 

MR, FRAWLEY: Yes, indeed. Unless there 
is some otherplace where you are taking Canadian crude 
in and I do. not suppose there is;. you have not 
started taking it into Montreal yet. 

MR. ASH: While Mr. Ritchie is studying the 
document, all I want to say is I have the personal 
assurance from our American company that their 
nomination for next month will be double what they 
APE. 

MR, FRAWLEY: Well, Mr, Ash, as far as 
I am concerned I am going to take it from you 
rather than from that document. 

Perhaps you will agree with me when we 
are in this state of complete frustration, wonder- 
ing where we are going to put our crude, a document 


like that sent out by the Texas Railroad Commission 
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Oil and Gas Division is not very comforting. 

MA ASH: Not’ as 1t stands, Sir. 

MR. FRAWLEY: Mr. Ash, I would like to 
direct my attention to something you say on page 28 
of your brief. You say, "No one is more interested 
than our company in obtaining new markets for 
Canadian crude oil in which we can share and so 
improve our revenue and obtain a return on our 
very substantial investment in Western Canada. 
What we fear is a failure to resist the temptation 
LO cure’ a ishort-—-vterm cyclical adiiiiculty by basically 


invest tees oft 


uneconomic measures - - 

MR, ASH:. I am sure you would be fair 
enough to agree with me thatthere are varying 
degrees of ability to resist anything? 

MR, ASH: Especially temptation. 

MR, FRAWLEY: Yes, especially temptation, 
It i8 pretty hard to resist a temptation of letting 
that Venezuelan crude oil go into Montreal at 
$3.07 rather than $3.17 for Redwater. I put it 
to you, there is a terrific degree of ability 
to resist between Shell and, say, an Alberta 
independent, let us take Okalta Oils, for instance, 
There isa pretty large degree of variation in the 
avi lity to resist, Is there nov, Mr. Asn? 

MR. ASH: I do not have any information 
but my inclination is to disagree. 


MR. FRAWLEY: Your inclination would be 
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to disagree. You are president of Shell of 
Canada and I just put it to you that if you 
were an independent that had just made a 
reasonably large investment in, say, an Alberta 
Crown reserve where it was trying to get out 
some oil, that its ability to resist a tempta- 
BLOM tO Cure a Siort-cerm diliicuity oy pranding 
a market in Montreal would be much less strong 
Loon cUScouUaoy OL piel Ont; 

MR, ASH: I cannot argue about degrees 
of temptations you should ask Okailva. Bus. I do 
think if that Independent looks at all the facts 
as we look at them and looks downthe road twenty 
years, I would like to convince him his interests 
are exactly the same as ours. 

MR, FRAWLEY: When you speak about our 
company, we have to refer to the Shell orgeaniza- 
tion, do we not? 

Mi, uote NO, “Sir. 

MR. FRAWLEY: No; let us look at the 
Shell organization anyway. I am doing this largely 
because ot your Tast. answer. It iS on the record 
yesterday, in part, and I would like to make it 
Just a littie more specific, You told us yester- 
day that the Shell Company of Canada owns50% 
of Canadian Shell, the Ontario Company, and 50% 
of Shell, the Delaware Corporation? 
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MR. FRAWLEY: And that the Delaware 
Corporation -- that is the US name -- was 
owned, 65% by Canadian Shell and 35% by the public. 

Mine hom: Yes. Sir, 

MR, FRAWLEY: That 1s correct? 

MR, ASH: 65.32%. 

MR, FRAWLEY: You told me Canadian Shell's 
ownership was of the order of 60% by Royal Dutch 
Shell and 40% by the U.K, Shell, Shell Transport 
and Trading. 

Mn. Abit 2 should say, “sir... simolit ied 
my reply to arrive at that result and cut out some 
other corporate structure but, fundamentaldy, the 
Canadian Shell Holding Company owns 60% of Royal 
Dutch and 40% U.K, Shell and Shell Transport and 
CPaGLne. 

MR, FRAWLEY: he simplification does 
mot dO any violence to that. The directors on 
Sheii-of Canada are: Ash, Toronto; . 12D. Davidson, 
Toronto. G,. Davicison, Teronto; Vaile, Torento: 
Grafetrom, Toronvos Kartzke,. Valeary: Burne, 

New York; Galloway, New York? 

Mi. ols | Ler, 

NWR PATTIELO? Mew Ciatrian., L oosno. 
want to interrupt my friend but that was all put 
on the record yesterday and we are concerned about 


getting on because Mr. Kartzke is going away. I 


ado not want to cut my friend in any way but I must 
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ask him to please not reveat what we have on the 
record. 

MR. FRAWLEY: I certainly do not want to 
be guilty of repeating and I would only do it for 
the purpose of necessity. 1 am sure you are aware 
of the position of the Government of Alberta in 
this serious situation. I know I have had lots of 
liberty and will continue to get nothing but courtesy 
from the Commission and my friend but I would like to 


develop what I think is absolutely vital for Alberta 
and that te to find SB cure for the shutv-—pack of 60% of 
our ol) produced. 

Now, the directors of Canadian Shell are 
Ne. Ash Of Voronpo, tire Barr of Toronto, “hi. Davidson, 
Toronto, Wid. stephens, London England, J.b. Loudon, 
honden Bneiand, , schapers: of the Hague, Holland 


> 


and Mr. Grafstrom 
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MR. ASHE Rigen, 

MA. BRAWLEY: Cain you Give me the directors 
of Shell, the Delaware Corporation? 

MR. ASH: I can, outside of this meeting, 
I do not have it in my possession here, 

MR. FRAWLEY: Can you give me the directors 
of Compania Shell di Venezuela? 

MR, ASH: The same answer applies. 

MR. FRAWLEY: Tnat company is also owned 
by Canadian Shell. 


MR ASHs- Yeo, 
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MR. FRAWLEY: I see that last year the 
president of Shell Company was Mr. I.D. Davidson, 

MR. ASH: Last year, yes. 

MR. FRAWLEY: Mey 2,Dy Davidson: 1s now 
living in Toronto and he is on the Board of Shell 
of Canada and also on the Board of Canadian Shell 
which owns Shell of Canada and Compania Shell di 
Venezuela, 

MR. ASH: And he is president of Canadian 
shell, 

MR, FRAWLEY: And Compania Shell di Venezuela 
and Shell of Canada are blood brothers, 

MR. ASH: That is your expression, sir. 

MR, FRAWLEY: In the Shell family? 

MR. ASH: Yes. 

Mn, URAWLEY: nat 2s pishu. 2 pug 2c toe 
you that Canadian Shell directs the policy for 
Shell of Canada, for US Sheil and for the Venezuelan 
pnell? 

Min oat INO. Si, 

MR. FRAWLEY: Why do you say no to that? 

MR, ASH: The policy of those companies is 
set by their respective Board of Directors. 

MR. FRAWLEY: The common interest, though, 
Pune Ls ano Canadian’ Shell, 18 thal net so? 

Mi Sans. Yes, £ thin 80. 

MR, FRAWLEY: Canadian Shell is sitting 


owning, having a majority interest -- no, not owning, 
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perhaps the interest is not complete -- by the way, 
does Canadian Shell own Shell of Canada entirely or 
OnLy in part? 

MB, -ASHI0 BAG reiy, 

MR. FRAWLEY: Which owns 50% of Shell of 
Canada and the other 50% is owned by Shell of 
Delaware and Shell of Delaware own 65% of Canadian 
PIslleso Louis not wronesto use. the word for con- 
versational purposes, own, 
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MR, FRAWLEY: So that Canadian Shell 
owns Shell of Canada, US Shell and Venezuela 
Ssheii, and I put it to you that in any important 
matter of policy, in any important matter of 
conflict, the policy between Shell of Canada and 
Venezuela is that the gituation would be resolved 
where I would expect it to be resolved, and that 
1s bY tne Bosra of fanadian Shelli, 

MR, AGH ONO 

MR, FRAWLEY: Where would it be resolved? 

Mn Aba On tie Board CL Shei. of Canada, 
in which the shareholders are represented. 

MR, FRAWLEY: What is the purpose of 
Canadian Shelli going to Shell of Canada if they 


= 


have not something for reversing a policy decision 
of Shell of Canada? 

MR. ASH: You must not overlook the fact 
Eat if you. lock et our Board you will see thas we 
have two directors from Canadian Shell, Grafstrom 
and J.D, Davidson, and the rest are our own directors, 
and then two directors of Shell Oil of Delaware which 
has an outside public stock ownership, and we could 
never make a decision which was not in accord with 
an outside stockholder. it would not be a family 
decision but a decision in line with the outside 
interests or the stockholders in the street. Do Il 


make myself clear? 


MR, FRAWLEY: Ves, indeed you do. But I 
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suggest that if you own a company, without offend- 
ing the feelings of the stockholders in the street, 
in the case of a conflict Canadian Shell is going 
to have a large voice in settling the problem, 

MR. ASH: With two directors out of 
eight. 

MR. FRAWLEY: Surely the shareholders 
have something to say about it? 

MR, ASH: ‘That is exactly what I said 
about the outside shareholders. 

MR, FRAWLEY: Ultimately Canadian Shell 
Limited is responsible 60% to Royal Dutch Shell 
and 40% to U.K. Shell, 

MR. ASH: Well, it is owned. 

MR, FRAWLEY: And to the extent that you 
are responsible to your owners, you are responstble 
60% to Royal Dutch and 40% to U.K. Shell. 

Whe Biome. TO Cieae exceng, 

MR. PRAWLEY? And I put it. to-you that 
the same kind of decisions are involved as to 
whether California or Alberta crudeis going into 
Puget Sound, that that is a decision which, in the 
nature of the interlocking relationships between 
these Shell Companies, is not entirely for decision 
by Shell of Canada, it is a matter for decision 
by Canadian Shell on the way and ultimately by the 
owners, Royal Dutch and U.K, Shell. 


MR. ASH: Absolutely not, sir, 
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MR, FRAWLEY: And I put it to ‘you That 
whether Venezuela crude goes into Montreal or 
Alberta crude gocs into Montreal is something 
that must be settled in the light of the interests 
of Compania Shell di Venezuela on the one hand and 
Shell of Canada on the other hand. 

Mn, hols <p Derentirely a decision for 
Shell of Canada, 

MR. FRAWLEY: And if that decision was made 
by Shell of Canada as to Alberta crude and it was 
contrary to the interest of the parent company, 
Canadian Shell, they could overrule that decision 
and tell you to keep taking Venezuelan crude. 

Me fons “HO> as COULO Tol, Lf we make: 2 
decision to bring Alberta crude into Montreal, then 
it cannot be overruled by anybody else, 

MR, FRAWLEY: If the stockholders decide to 
vote against it. 

WR, BSnt “I suppose chey could be upset 
by the stockholders, theoretically. 

‘MR, FRAWLEY: Is everything so lovely in 
the Shell organization that you never have to go to 
the stockholders to settle any major matter? 

MR, ASH: The major problems of the 
company are settled by the Board of Directors. 

MR, FRAWLEY: And you never ask to have 
them confirmed by the stockholders? 


MR. ASH: No, except those decisions such 
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as a change in the size of the Board which we would 
have to have ratified by the stockholders. 

MR, FRAWLEY: Will you tell me now how 
much improvement in the situation will come as far 
as Shell is concerned, how much improvement in the 
Alberta crude shut-back situation will come if and 
when you go into refining at Bronte? You say that 
by 1961 you will be putting 125,000 barrels daily 
into Puget sound, That is your estimate, isn't 20? 

MR. ASH: That is the estimate. 

MR. FRAWLEY: And that is for Shell alone, 
igre Pia ey 

Na AS: Nowe 

MR. BRAWLEY: That is your estimate of the 
total Alberta crude that will be going into Puget 
Sound in 1061. 

Re PCH os Re on Se Ge hla 
estimate is not our estimate, that is the estimate 
of what goes into the States made by our US company 
after a good deal of investigation, and it was their 
best estimate, 

MA. FRAWLEY: And you told us that 90,000 
barrels daily will be going into Vancouver in 1961. 

Mi. NiTCHIG: That was correct. 

MR, FRAWLEY: And that was for all refinery 
needs in the Vancouver area. Now, what is the figure 
for 196] in Ontario, because if you gave it I didn't 


get it down? 
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MR. RITCHIE: I think that is one of the 
areas in which we agreed to send some data because 
we did not have it. We will give the Commission that 
information. We could not do that without collabora- 
tion, because by 1961 we were not sure what the other 
companies would have by way of capacity. 

MR. FRAWLEY: I wondered if we could have 
any figure as to what the situation will be compared 
to the present potential of 227,000 barrels daily to 
what other development will come later. Have you made 
any estimate at all as to what it may be then by 
increasing that estimate of 35? Have you made any 
estimate of what that 35 might become by 1961? 

MR. RITCHIE: We have shown the trend of 
what is happening in Ontario and indicated that. this 
would continue and was a healthy situation as far as 
the take-over of Canadian crude in the Ontario market. 
We did not, frankly, give figures of the forward 
demand. 

MR. PRAWLEY: There isn't any doubt about 
this, that continuing refining in Toronto, the Alberta 
erude would still permit Montreal to refine your own 
erude brought in from Venezuela. 

MR,. RITCHIE: Yes, 

MR, FRAWLEY: And I put it to you that these 
kind of decisions, those two decisions, putting Alberta 
crude into the new refinery at Bronte and continuing 


to put Venezuelan crude, your own Venezuelan crude, 
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into Montreal, are decisions made by Canadian Shell 
rather than by Shell of Canada. 

NR REDCHLEs ) Lope a eto you, ‘sir, vhat 
that is absdlutely incorrect, 

MR. FRAWLEY: For the reasons you have 
just Stated, Vina whe Board of Directors settle 
everything without reference to the owners. 

MR, (RETCHIMS hoe. 


MR, FRAWLEY: Thank you, Mr. Chairman, 


---/ short recess. 
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THE CHAIRMAN: Gentlemen, we shall now 
resume the hearing. Mr. Pattillo? 

MR. PATTILLO: Thank you, Mr. Chairman, 

Mr. Ash, I just have one question to 
ask in connection with oil before we go over to 
the gas situation. 

From you experience in the of) businesa, 
do you agree that the refiners! spread in the 
Montreal refineries is higher than any other re- 
finery spread in Canada? 

Hine PSs) Nol 2 oC nor, eer. 

MR. PATTILLO: Now, Mr. Kartzke, I would 
like to ask you a few questions about gas. You 
have given us some figures as to the company's 
estimate on reserves of gas and I would like, for 
the record, to just get clear on what we are talk- 
ing about. Are we talking about proven reserves, 
are we talking about proven plus probable? Would 
you please explain that to us? 

MR, KARTZKE: In the table where we com- 
pare our estimates of reserves with those of the 
Conservation Board, we are talking about proven 
plus 50% of our estimate as probable. 

MR, PATTILLO: And you are, in speaking 
of proven and probable, using both those in the 
same sense as the Canadian Petroleum Association 
Gig in tte. beLer? 
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Veo, 817. 

MR. PATTILLO: Now, you have said, in 
your brief, that you have doubts as to the desira- 
bility of the thirty-year reserve test that has 
been invoked, but you do not offer a formula which 
you think should be applied. 


Would you give us your ideas as to what 
formula should be applied in determining whether 
or not, at any particular stage, an export permit 
should be granted? 

VE SV RAR TARE: “Yes. ira rarcuit io, wi could 
probably do this better by drawing you a picture, 
but I will do the best I can by words. 

In considering this problem, the first 
thing that comes to your mind would be to plot the 
trend of growth of reserves against years and then 
plot the trend of growth of markets, that would be 
local markets, markets of crude export projects 
and so forth, and the difference presumably would 
be the amount of reserves which would be available 
for granting future permits. 

That method of analysis, however, has 
several drawbacks: one, you are comparing an esti- 
mate (and these are rather long-term estimates) of 
growth of markets and a growth of reserves, and 
you are taking the difference. The difference, 
therefore, is very sensitive to errors in estima- 


tion of both of them. Furthermore, the growth of 
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reserves is quite sensitive to the growth of markets, 
so, in addition to having errors in estimating, you 
may have errors introduced by one factor influencing 
the other factor. 

For that reason we do not feel that that 
method -- although it was quite logical -- is the 
best method, and we suggest to the Commission that 
it might consider the use of current reserves and 
current markets. By that I mean you would allocate 
to the projects for the use of gas a supply suffi- 
cient for them to make a project feasible, which 
mignt be oF the order of 25 or 30 years, av the 
current rate at which they are prepared to con- 
tract for the gas. 

That method would probably, in the case 
of Alberta, require an agreement between exporters 
and the local utiiity, to give the consumer of 
Alberta a priority over all export gas. But, other 
than that, we can see no great difficulty in using 
that method of approach rather than the method of 
approach of a 30 year rolling supply. 

Ma. (PATTILLO: ~1 wonder, Mr. Kartzke, if 
you would have somebody in your department -- I 
know you are going away -- if you could have some- 
body in your department file with the Commission 
the pictures you have just been trying to put 
into words, so that using illustrative figures we 


can have exactly what you are stating. 
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MR, KARTZKE: We will be glad to do so, 

MR. PATTILLO: Now, you do not say any- 
thing, in your brief, about the matter of pricing 
of gas. You complain about the inadequacy of 
price in, for instance, the Jumping Pound field, 
but have you views -- and, if you have, would you 
please express them -- as to what policy should 
bet followed as. to the pricing icf peas. .first, for 
export? 

MR, KARTZKE: We would like to see a com- 
petitive situation exist so that the price will be 
one which is arrived at by purchasers competing 
to buy gas from producers. 

MR, PATTIELO: And so far as the export 
of gas from the country is concerned, have you any 
views as to what price should be received at the 
border? 

MR, KARTZKE: By "at the border", Mr. 
Pattillo, I am not quite sure what you mean by that. 

MR, PATTILLO: Well, when the gas comes 
to the border, as in the case of Westcoast at 
Sumas, and, in the case of Trans-Canada, at 
Emmerson, we know, in the case of Westcoast, what 
the contract price is at that point; we know, in 
the case of Emmerson, what the proposed contract 
Oricess . 

Now, has your company any views or have 


you, personally, any views as to whether there 
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should be any policy followed whereby the price 
cannot be less than a certain figure arrived at 
by a formula? 

MR, KARTZKE: No, not as to a particular 
Drice, 

When I say we would like to have a com- 
petitive situation exist, I mean that we would 
like to have people, more than one, competing to 
buy our gas; therefore, we assume that we will 
get the highest price it is possible for any 
purchaser of gas to pay us. 

We would naturally not enter into a con- 
tract with anyone that would not return a price 
which would give us a Tair profit on our invest- 
ment. 

MR, PATTILLO: Has your company any 
views (assuming that you did have this competitive 
price structure that you are talking about, various 
purchasers bidding for your gas) as to whether or 
not the competitive factor should be in any way 
eontrolled insofar as the consumer in Alberta is 
eoncerned? 

MR. KARTZKE: No, we would feel that the 
consumer in Alberta would be one of the competitors 
endeavouring to buy our gas. 

Did 1 answer your question, Mr. Pattillo? 

MR, PATTILLO: Yes, you did. Now, in the 


case of the gas which your company has, what proportion 
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of it is associated gas? 

MR, KARTZKE: A very small proportion. 

Ma. PATTILLO: And do you consider that 
there is going to be a serious problem in Alberta 
arising out of the quantities of sulphur and LPG's 
and others that will be coming on the market, in 
making gas available for export either to Trans-'! 
Canada or to the United States? 

MR. KARTZKE: There are going to be a good 
many problems associated with the use of sulphur 
and LPG's, but we do not believe there are any 
problems which we are not going to be able to 
handle, as an industry. 

ME PATVILLO: Do you anticipate that 
they should be handled by the producers or by 
the transmission companies, such as Westcoast? 

MR; KARTZKE: Well, I think that they 
would probably be handled by both, 

Me PATTILLO: (Mr; Kartzke; has your 
company made any study of the eastern Canadian 
market as a market for natural gas? 

MR, KARTZKE: No. 

MR. PATTILLO: Has any study been made 
by your company as to what possible effect the 
sale of natural gas in Ontario and Quebec could 
have on the market for the sale of oil products? 
MAS nont Yes, 


MR. PATTILLO: Would you develop that for 
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me and tell us what you have found? 

MR, ASH?” “IT car ty “at thie point, sir, 
I can give you a report, if you wish it. 

MR. PATTILLO: “If you would file that. 

MA. “ko: 1e5,. SL, 

MR. PATTILLO: I would like to ask a 
couple of questions regarding your views on the 
Energy Board. First of all, do you think that 
there should be any authority in Canada that would 
have control over the price at which gas can be 
exported from the country? 

MR, KARTZKE: No. 

M.. CATT IGuO. =you oO TOL think chere 
should be any body reviewing that price at all? 

MR. KARTZKE: As I say, with our view 
that we hope for a competitive situation, we do 
not think there is any necessity for such power 
aioe, board. 

MR. PATTILLO: I am not talking about 
the price at the wellhead. What I am talking about 
is the price at which the gas can be exported out 
of the country. 

Have you given any thought to that, or 
do you still think that should be also a matter of 
private negotiation, without regulation? 

MA ase | NOG Ek ting Mls PouUEll LO, 
our position is that we do not think that the prices 


should be regulated at the border. 
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MR, PATTILLO: Do you consider that the 
question of tariffs to be charged for the trans- 
mission of gas, or the transmission of oi1, should 
be the subject matter of review by any regulatory 
body? 

MR, KARTZKE: Yes. 

MR, PATTILLO: You think that they should 
ie 

MR, KARTZKE: Yes. 

MR, PATTILLO: Have you any views as to 
the desirability of there being restrictions on 
producers or refiners having any share interest 
in pipeline corporations? 

MR, KARTZKE: No, I don't think we think 
there should be any restrictions in that regard. 

Vin, PACTILGO: “DOevou shank te ts am the 
interest of the national economy for the share 
COntTrol of pipeline corporations to be in producers 
or refiners? 

MR, KARTZKE: I think that would depend 
entirely on the circumstances in the particular 
pipeline. 

MR, “PATTILLO: Well, then, do you mean 
that pipeline corporations should be reviewed by 
some regulatory body, even to the extent of their 
share interest? 

MR, KARTZKE: Well, I can visualize cir- 


cumstances where that might be necessary, yes, 
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MR. PATTILLO: Mr. Ash, if you have 
some views, I would like you to tell all of us. 

MR. ASH: Mr. Kartzke has expressed them 
extremely well, thank you, sir. 

MR. PATTILLO: Would you gentlemen care 
to tell the Commission why you want to leave the 
situation as it presently exists insofar as the 
control of the Board of Transport is concerned? 

MR, ASH: I am not sure that we said 
exactly tiac. Mr, Patttliio,- ~£ think our position 
would be summed up this way, that we feel that 
the machinery -- I will have to go further back 
than that: we absolutely agree and support the 
thesis that the Parliament of Canada should lay 
down the policy in regard to energy, of whatever 
S00 bs 

We do feel, as far as the oil and. gas 
industry is concerned, as one member of it, that 
the machinery, both in the provinces and in the 
Dominion, exists to administer that policy, if 
properly used. 

I think you used the expression "The 
Board of Transport as at present," did you not, sir? 

Mie ALL LubOs es 5 

MR. ASH: I believe there is room for 
improvement and a more specialist membership and 
approach, shall we say, in the Board of Transport 


Commissioners towards oil and gas than there is 
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at the present time. It is a Board which, largely, 
has had experience in railroading and we feel that 


oil and gas required a specialist's aLGCenTLon, 
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MR. PATTILLO: If you agree to that, 

Mr. Ash, then would you not think it proper to 
create a tpoard which would have a specialized 
knowledge and would be able to deal with all 
forms of energy? 

MR. ASH: That 28 rien but, the point 
I would argue very strongly against -- my own 
Peller is that it 16 better vo use the exieiing 
machinery and, if necessary, improve it. If you 
like, I can concede the possibility that the job 
could be done by a specialized poard but) 1 do nov 
like the idea of a new bureau; I would rather see 
it carried on by the existing bureau. 

Mie PAUTILRLO jlaweu la ices tie.) hea. Ue 
vou. would dovthis for us: df you would wndertake 
to make inquiries of your associate and affiliate 
companies with the object in mind of filing with 
the Commission the following information: the 
finding, developing and lifting cost of your affiliate 
companies in Venezuela and in the Middle East and 
I would like your undertaking that your company 
Wiil. file its Tinding,” developing and lifting cosis 
of oi1 in Canada. 

MA. ASH: There gre certain dirlriculties; 
Gov GCiificulties of private Cormeorate intormation 
but mechanical difficulties and I would like Mr, 
Kartzke to describe to you what they are. 


MR, KARTZKE: Mr, PattLllo, we would be 
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happy to provide you with such figures but those 
figures are of a very variable nature. We would 
like to know a little bit more as to what you mean 
by finding costs? In other words, are you including 
such things as overall company overhead and all 
of the other things that go with running an oil 
business. We would also like to know what period 
because the finding costs of an oil company will 
vary very much dependent upon the period considered. 

ME PATVILLO: L aeceov. thav, Me, Kartzke. 
What I have in mind was this: I assume, as an 
integrated operation, you run the biggest of the 
companies, there are certain costs allocated to 
the producing department. I would be willing that 
yOu Use any Of the costsinciuding eeneral overhead 
or a percentage of general overhead you allocate 
to the producing department as part of your finding 
costs. In other words, you would be preparing figures 
which I would expect you to be submitting to your 
Board of Management if the Producing Department was 
a solely separate company as it was up until a short 
time ago. 

MR. KARTZKE: And for what period, Mr. 
PAG LL ILO? 

MR, PATTILLO: On the question of period 
I would think this: if we had a period of, say, three 
or four years. I would like it for all three areas. 


MR. ASH: Do you mean the last three or 
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four years? 

MR. LATTLILLO: Yes, 

MR, ASHE ps Verye 2000, @Sirg iwe wali do: ¢ur 
best. 

MR, “PATTILLO: Now, the other thing I 
neglected to ask for yesterday is this: the products 
pipeline that runs from;Montreal to Toronto and 
beyond, is it a separate corporate entity? 

MR, ASH: Yes, sir, it 18 a separate 
eorporate: entity. 

Minn -ADELLLO:| Doeseiv nave an annual 
report, financial statements? 

Hh, “ASHt 4: Yesee wats 

MR. PATTILLO:. Would you pléase: file 
those for the last four years? 

MAA ASH: You wnderstand, sir, this 2s 
not my company. 

MR, PATTILLO: But as a shareholder Raving 
33 1/3%, you probably have the data that you need. 

MR ASH: £ wilt doimy best to persuade 
the other two shareholders, 

MR. PATTILLOs They are going to be here 
next week and I will help you. 

Now, L gust want oo: clear um pone thing 
in the record. Yesterday you told me, Mr. Ash, 
that Shell Company of Canada, Limited, was a 
private company and you have undertaken to supply 


to the Chairman its financial statements, Am I 
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correct in thinking that that company has only 


recently become a fully integrated company and up 
a refining/marketing 


a 
i) 


until a short time ago it wa 
company only 
MR. ASH: Refining, marketing, transporta- 


a 
ue 


PATTILLO: And Lt Pecentiy acquired 


UL Vg 


the producing business of Shell Company carried 
t 


on in Western Canada. 
Has the company a public debt in the way 


LeSe mor¢eage Ponds or cepen tures: 
Perhaps I should 


‘Onn 
Nou directly. 


MR, ASH: 
to our treasurer but I might say that 


Ross deal in 


pass this over 
such bonds as we have are in respect of our office 
es 


Lt Will Le 


BuLlding an Toronto. 
detail with that. 

The only direct indebtedness 
a PpUblIC Nature Ts Lhe. position 


’ 


aie 


Or the company as of 

of the financing o Cine 2h Orono, 
issued on the 

PATTILLO: Where does the company get 
Does Tc BEC 
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Bonds were 
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its necessary working capital funds? 
that is Canadian 


them by the present shareholders, 
SUpSerlLoane Lor Siiares 


Shell and Shell of Delaware, 


It has been done in both ways 
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but primarily by cash advances secured by the 


company's notes. 
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MR. FALTEIULO: Mr. Chairman, [ have no 
further questions, 

THE CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: Mr. Chairman, with your 
permission, I do not propose to ask Mr, Kartzke 
any questions about the gas business but I would 
like, with your permission, to discuss with Mr, 
Ash, very briefly, the answer which he gave to Mr, 
Pattilio aiter J concluded. The question by Mr, 
Pattillo was, "From your experience in the oil 
business, do you agree the refinery spread in 
the Montreal refinery is higher than any other 
refinery spread in Canada?" and your answer was, 
"No, I do not, sir". Are there any other refinery 
spreads in Canada that you know of that are higher 
and, if-s0, which refineries are chey? 

MR. ASH: iI know of no spreads that are 
noener. 

MER, PRAWLEY: Mr. Chairman, 10 was Mr, 
Ritchie who was answering my questions about tank- 
waggon prices. I should have completed them and 
T would like to do that now. I am again reading 
from Imperial posted prices, National Petroleum 
News, April, 1958, page 195 and will continue. I 
only gave you regular gasoline but I will now give 
you kerosene. At Montreal the posted tank-waggon 
price of kerosene, 25.6¢. Posted tank-waggon prices, 


Toronto, 25.8¢. Furnace oil (No. 2 fuel) tank-waggon 
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price at Montreal is 18.3 and the tank-waggon price 
ab Toronto 18 106.5. Just to put them down dn jthie 
context I will repeat that the regular posted price, 
tank-waggon, of gasoline is 22.6¢ at Montreal, 

oo oreo Toran co. 

With those figures, Mc. Ash of Me. Ritchie, 
you ;stili say that that Ls not. and Dam only 
interested about Toronto and Montreal -- I do not 
know anything about the refinery spread at Vancouver, 
Calgary, Edmonton or any other place -- I am only 
interested in the refinery spread of Redwater crude 
at Toronto versus Venezuelan crude at Montreal .and 
whether or not the refinery spread at Montreal is 
more or less than the refinery spread at Toronto. 

Mi ROCCHLEt . Your siti! Ll do not nave Une 
PUL tis of, products. 

MR, FRAWLEY: No. 

MA, FREECHIE: . You Lert out one: very 
important element which is heavy fuel and you 
should take into account the return of heavy fuel 
at Monoresivans Toronve, Prankliy, 2 do noua “nave 
the calculations to determine the answer to your 
question, 

MR, FRAWLEY: You would say, Mr. Ritchie, 
this information is of very considerable importance 
in arriving at an evaluation of the refinery spreads 
at Toronto and Montreal. 


MR. RITCHIE: By important, you are saying 
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this is the market? 

MR. FRAWLEY: This is the market where you 
have indicated one item that is missing and I am 
suggesting this is of some considerable importance 
in arriving at an evaluation of the spread. 

MA, RLECn es “Ly 2S @ racuor, 

MR, FRAWLEY: Let me ask you this: you are 
able to, of course, give the Commission the ‘precise 
refinery spread at Montreal, 

Mie lure. Ol. oF DPMOOUeue., woul. 

MA, EPRAWEEY: NOU by produccs. 

Me, SL eC “Nos Sl. 

MR, FRAWLEY: How doesone establish the 
refinery spread? 

Vio ALCL When I say nee Dy yproduc ls, 
sir, - think you would have to-cev an analogy to 
something less complex than a °refinéery, ~ In other 
words, what element of cost do you charge to a 
Speciile produces and wnat Is “a mavier “or cost account - 
ing and you can ask half a dozen different cost 
accountants and come up with half a dozen different 
answers. 

MR, FRAWLEY: I thought there was an 
accepted way, accepted by the American Petroleum 
Institute,as to how to cost petroleum products. 

MRA, RITCHIE: I-would tike to°hear ity We 
would be delighted to have an accepted way. 


MR, FRAWLEY: At the moment, it is of 
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importance to determine and nobody knows, at all, 
what the refinery spread is. Is that the situation? 

Me KRLTCHLE:: That 1s not wheat we said, 

Sir. I was talking about by-products. On by-=- 
Productss you! cannot determine specifically, “You 
follow me, of course? 

MR, FRAWLEY: I would be less than frank 
Toe rEOlLa eyo iheaw © ond moverollow your teal ly: 

What I would Jike to know, for the information of 

the Commission; because, Mr. Chairman, this is not 
LOLOMQUEST LONI Ne as far as [jam concerned, We fave 
been talking about dangers. The argument that has 

bese wut pA, perhaps Ll was wrone and “i regretvLs, 

as an argument, inter alia, by the people opposed to 
going into Montreal and pointing out what would 

happen, I would say, by the figures 1 showed this 
morning, there is nothing in that argument and now, 
perhaps, that is the last word and if there is a later 
word, I suggest the Shell O11 Company, tne Montreal 
refining company, file with the Commission information that 
wiil refute what, on the surface, at least, looks like 
a much bigger refinery spread in Montrealthan is 
enjoyed by the Toronto refinery. 

lL only occupy a very unimportant position 
here as counsel for the Alberta Government but I would 
say, in all Bérioushecs, that should be done. Lt is 
am important factor that enters into the economics of 


putting Alberta crude into the Montreal market and 
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With atl Sespecu, sir, 2.oe not think 1t should 
be left and I think the Shell O11 Company should 
be asked and let me use the word and I am not 
using it in any unfriendly sense, to adjusting 
the apparent difference between the refinery spread 
in Toronto using Redwater crude and the refinery 
spread in Montreal using Venezuelan crude. I only 
do that because you gave such a categorical "no" 
COLMye i rien Mr a batis to, You cio nop acree 1% 
was higher than any refinery spread in Canada and 
I would like that followed up and would like to 
know what are all the other refinery spreads in 
Canada to enable youto say whether this is not, 
if t an wrong, could you file with the Commission 
the information which will demonstrate I am wrong. 

THE CHADRMAN: May I put it on @ dittle 
different basis. [ em sure Mr. Ash will undertake 
to file with the Commission }such information aif 
the Commission, in its jud@ment, ITeels that: 10 is 
necessary or desirable for the Commission to have 
that information with respect to any possible 
recommendation which the Commission might be 
called upon to make, 

MR. FRAWLEY: Mr. Chairman, I am entirely 
in accordance with that. 

THE CHAIRMAN: I am sure Mr. Ash will 
agree. 


MR. ASH: I will file such information 
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as we can give you. First of all, I must mention 
that we do not refine at Toronto. 

PAbeCoA TRMAN so yiihecative Gbhybouslyy) Criky 
apply to your own operation, 

Miwa ASH jl. doi wanti to mepeat thatrel tf 
is impossible to give a spread of the by-products 
because there are different by-products at 
different refineries. One could take as a striking 
example that one refinery is producing petro- 
chemicals and the other is not and the same goes 


rachtecdowm the line of products. 
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THE CHAIRMAN: Well, the Commission is 
certainly not going to take the position that 
you would refrain from giving the Commission the 
information that you have on it, and if and when 
the Commission considered it desirable to have this 
information, we will request it, and I assume that 
it will be forthcoming. 

MR, ASH: I think I already said we would 
COSC, <8. 

THE CHAIRMAN: Does that meet your point, 
Mr. Frawley? 

MR. FRAWLEY: Yes, indeed. Thank you. 

MR, COMMISSIONER HOWLAND: Mr. Ash, I 
have a rather general question, There is some 
indication that over the years the export of energy 
has been treated as though it is a rather special 
product. In the normal course of events, Canada 
has been quite prepared to export anything anywhere. 
On the other hand, there seems to be inherent in 
the legislation and in suggestions to this Commission 
some hesitation about promoting without some limita- 
tions on this export of energy. What is your general 
reaction to this subject of export of energy? 

MR, ASH: Promoting the export of energy. 

MR, COMMISSIONER HOWLAND: Would you not 
put any reservations on exporting energy or sources 
of energy? 


MR. ASH: Insofar as we have spoken of gas 
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export, as our brief says, it would be vital, we 
have very clearly said the needs of the Canadian 
market must be protected first, and until then -- 
that is long-term. Mr. Kartzke could answer this. 

MR, COMMISSIONER HOWLAND: Mr. Karzke, 
T believe you said that you felt that there shouldn't 
be any price control on exports. In other words, 
you do not agree with the present legislation which 
seeks in some way to ensure that the prices to 
Canadians in comparable volumes and so on shall 
not be higher to American customers. 

MR. KARTZKE: Dr. Howland, I meant to 
give the impression -- I will try and do it now -- 
that in a competitive situation, which we definitely 
advocate, I don't think that such a disparity in 
prices will exist. 

MR, COMMISSIONER HOWLAND: At the present 
time you feel that there is no competition. 

MR, KARTZKE: In some areas, that is right, 

MR, COMMISSIONER HOWLAND: Which are they? 

MR. KARTZKE: Well, the two pipelines that 
move gas out of the Province of Alberta at the 
present time are not competitive, so there is no 
competitive price in Alberta. 

MR. COMMISSIONER HOWLAND: I am very in- 
terested in this. I have been trying to follow your 
reasoning, Mr. Kartzke, on the question of pricing; 


it is a fascinating subject to me. In reply to Mr. 
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Pattillo yesterday when he asked you I think you 
led with your chin a little about being happy to 
define a price for oil. It is on page 45088 of 
yesterday's evidence. Your reply to the proper 
price for oil didn't seem to follow the classical 
economics of your brief: It did indicate rather 
a negative reply in the sense that you thought a 
proper price was not to be determined by competi- 
PLOne. “U will read. ive co you. 

MR, KARTZKE: Yes, please. 

MR, COMMISSIONER HOWLAND: You said: "Yes, 
I will be happy to." ‘This is in regard to defining 
a proper oil price. "In Texas, as we know, when 
there was a great amount of distress oil on the 


market it was necessary " 


- I take it it was thought 
necessary - "by some people and by some operators 
to market the product at away below any price at 
which even those people could make a profit, and I 
think that is fundamentally a bad situation. Now, 
under the normal competitive situation presumably 
some people would go broke and the price would be 
adjusted to those who could prosper. When you came 
today to discuss the price of gas, in one case you 
seemed to want limited competition, in the other 
you seemed to want full play of competitive elements. 
Is this correct or is my impression wrong? 

MR. KARTZKE: No, I think my -- I hope my 


position is still logical. 
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MR. COMMISSIONER HOWLAND: I am quite sure 
it is logical, but I don't want to hook you on to 
a reply you gave very rapidly yesterday. If you 
would like to enlarge on what you set the price of 
oil I will be very glad to listen. You seemed to 
indicate you wanted full competition on the one 
hand and limited competition on the other. Now, 
which do you want, the full force or limited compe- 
tition? 

MR, KARTZKE: I think we want full compe- 
tition. The point I was making yesterday was that 
when you allow a distress situation you get a very 
unusual situation, and perhaps for unusual obliga- 
cions an operator may be willing to sell his pro- 
duct at what I term an improper price; by that IL 
mean that in order to gev out of a parvicular sitvua- 
tion he may price his product below what it costs 
him. 

MR, COMMISSIONER HOWLAND: Well, is this 
abnormal in a competitive situation in industry? 

MR, KARTZKE: Perhaps it is not abnormal 
in industry. If we can go back to the gas situation 
where you are starting by competing for a product, 

I would not normally expect anybody to be put into 
the position of having to go to such lengths. 

MR. COMMISSIONER HOWLAND: Well, let's 
follow through a little more, if we may. I am just 


imying to find out what principles are involved here 
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Empe 


Le you assume the free play of marketing forces in 
setting the price, surely here we are going to 
assume that the entry into the United States market, 
for instance, is an economic problem rather Oren the 
political-cum -economic problem. Is this correct? 

MR, KARTZKE: I would say that the entire 
problem of moving gas into the United States was 
entirely an economic problem. 

MR, COMMISSIONER HOWLAND: If you are 
going to have a free play of competition -- this is 
the assumption you make; is that right? 

Mie KARTAKE: Yes, 

MR. COMMISSIONER HOWLAND: Is this a fact? 

Mn. UKARTZKE: Well, 26° hasn't been. a fact 
in the past, 

MR, COMMISSIONER HOWLAND: Do you think 
it will be in the future? 

MR, KARTZKE: Well, I would hope that the 
economic situation would become more important and 
the political situation less important in the future. 

MR, COMMISSIONER HOWLAND: But the Government 
of Canada has now a responsibility to the industry to 
try and ensure that this is a fact. 

MR, KARTZKE: That is a fact. 

MR. COMMISSIONER HOWLAND: ‘That the entry 
into the United States is, as far as possible, a 
matter of economics. 


MR, KARTZKE: L think the Government of 
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Canada undoubtedly has a responsibility in that 
direction. 

MR. COMMISSIONER HOWLAND: Another assump- 
tion, theoretically at least, in your formula of 
competitive pricing is that there is arms length 
dealing. You would. agree that in order to ensure 
the proper pricing of gas and oil the Government 
should ensure that there is arms length dealing? 

MR. KARTZKE: Yes, I think that. 2s correct. 
By that you mean to have true competition you must 
have competition at arms length? 

MR, COMMISSIONER HOWLAND: That is right. 

MR. KARTZKE: J think that is right, 

MR. COMMISSIONER HOWLAND: I think that is 
all. Thank you very much, Mr. Kartzke. 

THE CHAIRMAN: Mr. Ash, you referred to 
the fact in your brier that Canada should at ail 
times have a national energy policy. Have you any 
Suggestions, you and your colleagues, to the Commission 
as to what recommendations the Commission might make 
on that score? You say it is very important. 

MR. ASH: As to what the policy should be? 

THE CHAIRMAN: Yes. 

MR, ASH 152212, thie sa Die subject. You 
have got to take into account matters such as con- 
servation of resources, that they should be exploited, 


if I may use that word, and according to good engin- 


——— eering standards; but at the same time you have the 


nm ; 


a deat te wit it rer 


@ : bate |e WP He 
-GQneas tenvomh 4 ae ARHOLAE TMD oe . 
; ) Th . oe 7 
10 Bivuarrot woy Al .¢eeel ge eikesttenoed? nok 
ise , rah | 
1 £ r &, —? 4 ¥ =e em | ate *> o mi a . 
iignet sate ef exedd Gadd oF agitated svtd ttogmio 
| 7 es, a 
PINS OF Sedo aft Jedd seras Ppidow wow antieeh 
: : ; ry - oy : a 
a, 5 srenarrevay) srig Lio priz ae 30 galslisg teqord ong) 
: 7 2b | 


he oY Ff 


‘i , 


a” 


mm | Tanileeh Adaneal see at Orr Skt Sei Nears bivoria 
- é : } 


7 
a Jala soy colsiteqmos sutt ever oF meen poy x tant va 


{ u 4 i | i 
fridsnel ema cs noLdifaqnoa. aved i 4 

. ‘?, nes fat ; 1 

; wdiaty et cad SSMAIWOH HOMOTSEIMMOD |, FM | 


: 
= 
a " ss eo } ela P » 4 es a, «ae ~e @ 
7 » > EDRs ai md RAILS LL sea SPAAS VA 
P ie Sear te 
a 


RP Pel yy shee oT ATER SIM Tecrm h 
i bk f 4 A A i t ete ack i} rei vil) Lee TI MOD, afte 
ee es - 1 a 
: mie 
’ d ¥ ; fi ~ wie 45 , ‘ mp ott ? 
7 Pw ‘ ; 3 cn SIoV MOV. al tertl: «Liss 
7 ; i a be! 2) 
= 
er ¢ A AMG j 
Yam RO 4 tM: MAMALARO: ST 
oy : ~_ 
. ; 
i 
t < 4 Be Py eae pent} +nrle fase ‘ : ; 
165 08 SioNs Shamed sande teind teoy we Fost ean 
+. , 


- : : . i. 
; | | 
i S « } 
fT 7 ; 4 a oe se ¥, 9 7 A ae } . 7 yr ‘) ‘ ; ¥ A 4 Z <4 INS Z 3 +o Le iv Bf 4 Ae Mi ved Banks ] 
= * Le s)he 


e ; j 4 7 y 
a fie ra} 0 beh i hdd * = las Si a o* VE “ We Ba a "TLS oy. Hig LOY, ¢ Zhi 9ive Suge 


UAE SHNSMMOoS 


TRG Wo BA THEN SM 


osy :HAMALARD Aue 


. j “ ib iy ¥ 

ye ,teey “eSoelcwe gids ef 6s SeRy) ahs RA 706 
| | “hop Sa tsve ateltem Iagooos omit sale od 

i Pave (5 a ie whi fp 

: t Te ay che . Bis ht Oi ae - 

FT ihoicolee ; Alia bivorie ‘ward aedd “ages 

. , ‘ 


a’ 


t-> 


| 
] eatane! Boog OF, aohincos Bas. 


inte al 


5 A 
- ay 
si ; or, . ite i = 


H679 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


urgent necessity of finding markets. We believe, 

as we say in our brief, that there is a market 
waiting for petroleum for that part of it that we 
call gas, and we certainly hope that your Commission 
will recommend to the Government that the policy 
should be to open up the possibility of taking 
certain of these export markets for gas as one 

large step to redress, you might call it, the revenue 
OCS1 CLO Of our induscury, 

THE CHAIRMAN: I assume you would include 
in that the Shell's Canadian market? 

MR. ASH: ~f domo think: thateis a Very 
fair assumption, Mr. Borden, 

THE CHAIRMAN: Well, for gas. 

MA. ASH: Yes. 

THE CHAIRMAN: It seems to me that you 
are in favour but you are not in favour of regulation. 

Vin, SASH ehali i call Ge Inver tereice (-— 
intervention, 

THE CHALRMAN: Thank you very much, Mr. Ash, 
and your colleagues, for an excellent brief and for 
your co-operation in being here yesterday and today 
and answering questions to the best of your ability. 
We appreciate very much your co-operation. 

MR. ASH: We thank you, sir, and your 
colleagues, for the way we have been received. We 
appreciate it very much indeed. 


THE CHAIRMAN: Gentlemen, the hearing will 
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now adjourn. We will meet on Monday morning in this 
room at 10 a.m., at which time I believe, Mr.Parkinson, 
Imperial Oil Limited will present to the Commission 
its submission, 

Mn, PARKINSON: “That 1s correct, Mr. Chairman, 


~--Whereupon the hearing adjourned, at 12.2c0 p.m., 
until 10 a.m., Monday, May 5} 195d. 
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Monday, 
May 5, 1958. 
---On resuming at 10.00 a.m. 


---lMr. Commissioner Ladner was not present. 


---Mr. Commissioner Hardy was not present. 


THE CHAIRMAN: Gentlemen, the Commis- 
sion will now resume its hearings. Mr .Pattillo? 

1 ae a Had be Dee PO Mr. Chairman, we are 
going to hear from Imperial Oil this morning, and 
they have filed with us both an opening statement 
by Mr. White and a written submission. I am 
proposing that the opening statement be marked 


CC-5-1 and the written submission be marked CC-5-2. 


SUBMISSION OF 
IMPERIAL OL, LIMITED 
APPEARANCES: 
Mr. J. R. White, President, Director 
Mr. J. A. Cogan, Vice-President, Director 


Me. W. O. Twaits, Executive Vice-President, 
Director 


Mr. W. D. Mackenzie, Generai Manager Pro- 
ducing Department, 
Director 


Mr. J. K. Jamieson, Vice-President, Director 


Mey oOo. We Bamitcon, ©.C.,. Director 
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Mr. R. M. Crockett, Manager, Economics Dept. 


Me. F. G. Cottle, Manager of Transportation 
and Supply 


Me. J. D. Harvie, Manager of Producing Economics 
Serine. NO, COMO lt Opening statement of 
Imperial Oil Limited 
py ME. Joe Wh ve 


chat eatla MS BUDS SO 6s ea submission of Imperial 
Oil Limited 


MR, PATTEREO: Mr. White, the President 
of the Company is here and I will ask him to intro- 
duce the members of his group to the Commission. 

MR. WHITE: Mr, Charrman,; may Losayefirst 
that we have been very pleased to see this deveiop~ 
ment of the Commission to look into the sources of 
energy of the industry and we have given considerable 
thought to our brief and you can see by the number of 
our people who are here that we are taking an active 
interest; sixty per cent of our Board is here and 
if I may I would like to introduce them to you. 

On my left is Mr. Cogan, Vice-President 
and Director of the Company. On iy PLeny is" Min. 
Twaits, Vice-President and Director. Agia 
Mackenzie, General Manager of the Producing Deparvt- 
ment and Director of the Company. sitting behind 


are Mr. Crockett, Manager of the Economics Department, 
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Mr. Fred Cottle, Manager of Transportation and 
Supply, Mr. John Hamilton,. Director of the Com- 
pany, and Mr. Jamieson, Vice-President and Director, 
and Mr. Jack Harvie, in the Calgary Office. 

I do not think we will all be presenting 
things but we are ail here to help. 

it iomay, Mee Chairman, Lb would itke to 
read a statement that has been prepared since 

arriving in Calgary. I think most of you 
have copies but there are still copies at the 
back of the room for those who have not. 

Copies of our brief have been distributed 
end this sets forth in some detail our views on the 
questions you have been asked to consider. i 
have been much impressed, however, with the great 
number of factors that seem pertinent and with 
the detail that the Commission must absorb. 

Because of this, it might be constructive to make 
some general observations and, if possible, To 
marshal some of the points which are pertinent 

to an overall perspective, and to highlight them 
prior to proceeding with our formal submission. 

| Actuaily, the main concern of industry is 

the question of outlet for the reserves of crude 
oil that have been discovered and that may be 
expected. ine current economic Precession is a 
major adverse influence at present, but at the 


root of this matter lies the world oil situation. 
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As you know, industry has had unprecedented suc- 
cess in the finding and development of immense re- 
serves in foreign areas. im Contrast to this, 
the United States industry has had to s¢ratch 
diligently to discover through new fields and ex- 
Veneitoe Or Older ones, the 072 thar ther economy 
consumes annually. Were Canada and the United 
otates considered as a single economic unit, as 
indeed they are a single geographic unit, the 
continental industry could develop with a common 

varget of supplying North American Requirements 
ror Olt in the most. Logical manner. 

The Canadian oil industry has grown per- 
Haps more repidiy than the ei] industry on any 
other single area in the last eleven years. It 
would hardly be reasonable to anticipate that the 
percentage growth of the Canadian industry can be 
maintained indefinitely. There is obviously some 
PeOcrapiie 214ml Deyond woich We: Cannot £o an the 
search for new markets. However, the Canadian 
industry wilt develop large additional volumes of 
outlet with the growth in demand in those large 
markets it is economically fitted to serve. 

Much of the Commission's time in Calgary 
has been devoted to the consideration of a specific 
proposal to enlarge the sphere for marketing 
Canadian crude. This involves reserving the 


Montreal market for this purpose. Incidental to 
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this is a major extension of the pipe line system. 

In considering this proposal, it might be helpiul 

to the Commission if we could set forth a number of 

points on which we believe the industry, despite its 
various viewpoints, could agree. 

First of all, there seems to be no argu- 
Ment that inorder to develop fully Ue producing 
potential of Western Canada, we will need substantial 
export markets, in addition to any foreseeable do- 
mestic market. 

econdly, [I believe it has been clearly 
brought forth in the submissions to date that 
Montreal is not an obvious market and that Canadian 
crude can only get into this market by way of crude 
ang product: import quotas or restrictions of some 
kind. 

Thirdly, we would agree with the views 
already expressed here that further reductions in 
wellhead price of Canadian crude in relation to 
Winer areas 28 not desirabic and could pe Harmiul 
tO exploration incentive. 

FOUrtily and Pineally, we can ail. agree 
fia tae Principal ditriculty in “exvendineg the mar- 
ket for Canadian crude is because of the competi- 
tion of low cost foreign oil and that such competi- 
tion becomes more acute the further Canadian crude 
has to be transported. 


The above points, I think, may be accepted 
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as a common starting ground. 

AG this point, I would like to refer to a 
new term that has crept into discussions here. This 
term is "commercial preferences." I don't be- 
lieve people using the word wish to abandon the 
profit and loss system, or repeal the laws of 
economics, but there seems to be something vaguely 
disreputable about it. 

As used, however, and applied to our own 
Company, 1t seems to infer that Imperial is con- 
cerned with maintaining a vested interest -- 
ANnTerentialiy, (nat. OF Some ‘corporave airriiitage in 
the Montreal market. I felt this implication 
sulticiently serious to mention it at our Annual 
General Meeting of Shareholders on April 25th, 
denying it in the strongest terms. Tis, Genial 
in some respects is unnecessary, since our attitude 
in this matter has been amply borne out by our record 
of market development in Western Canadian crude, ali 
1 Woe has batkKed Out Poreien crude. and iby, our 
exploration activity in the St. Lawrence Lowlands 
and in the Maritime Provinces, which, if success- 
ful, Will certainly back out foreign. crude. 

As far as. commer@ial “prererences, go, 
anything we do as a Company must recognize the fact 
that Imperial operates only in Canada and its future 
depends on the wosperity and well being of this 


country. 
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Our position on the Montreal market is 
simply that it has the attraction of large volume, 
but it has certain important disadvantages relating 
to the basic non-competitive position of Canadian 
crude there, and the controls and trade restric- 
tions that will be necessary to support the use of 
Canadian crude. In view of this, we believe it 
would be most unwise to conclude that steps be 
taken immediately to place Canadian crude physical- 
ly in Montreal. The disadvantages are too impor- 
tant and we feel that other alternative courses 
Of-action must be fuliy explored. 

At\ this»point, we find ourselves: in’ dis- 
agreement with some other members of the industry. 
Yourshbaverneard thar. Some.do mot vifear che, controls 
and regulation associated with Montreal. You 
have heard the expression that the security of 
thevmarketrand*inferentially ot ithe 2ndustry; 1s 
paramount. These are strange words coming from 
hie ol, industry. I would suggest that the oil 
industry started as a prospecting venture with a 
high degree of risk and still depends on prospec- 


ting incentives to perpetuate itself. Lipa ts 


: && 


rewards have been higher~than some more secure 
industries, they have not been disproportionate 
to the risks involved. On the other hand, if 
the oil industry desires: security above all else, 


it must be prepared to accept a lower rate of 
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return associated with a secure venture. 

Actually markets for crude oil or products 
can never be really secure, because of changes in 
demand, supply source and even government. In 
our opinion it is therefore prudent to aim for those 
markets in which we have natural advantages, or at 
least the minimum disadvantage. This leads 
logically to the United States areas contiguous to 
our transportation systems. 

Now we find the United States doing the 
same sort of soul searching that we are doing today. 
Wiiey Goo, are concerned about fPiush foreign pro- 
dueTION Which 2S potentialiy able to underseil the 
American crude proagucer. They have erected a 
temporary voluntary quota fence which treats 
Canadian crude on the same basis as any foreign 
Crude, WicnouL repard vo che facv that. our oil ois 

prodnced UNider the same conditions of geology 
and pro ration as their own and consequently does 
not offer the Same competitive threat. 

Their reassessment is not limited to oil 
alone. Lt includes base metals and many other 
commodities. Many of these natural resources have 
been developed in Canada under the stimulus of 
United States demand and in many cases, under the 
stamuius of U. S. investment. They have been 
referred to as an invaluable supply of such materials 


in time of emergency. 
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It is indeed time that the Canadian 
Government and the United States Government came 
to an understanding on these matters. IL think a 
Simple statement to the United States Government 
might sound like this -- that you cannot count on 
Canada's resources being available to you as 
and when you need them, unless at the same time 
you are willing to buy from Canada in an amount 
that will permit the industries to maintain them- 
selves in a position to produce when required. 

I think this understanding cannot be reached on 
a piecemeal basis but must cover a general area 
of common interest. 

i feel that it ts stLil possitole for 
Canadian oil to be considered in the same light as 
View. GOMeCELLSC production, and a6 such. eiven 
economic outlet in the United States before quota 
volumes oOo; U. S. imports are determined. ee 
agreement on this principle can be achieved, then 
we will have a basis on which to plan our future 
industry growth. 

We are suggesting in our brief the possi- 
bility of an early and substantial improvement in 
the utilization of Canadian crude within the sphere 
of our present transportation systems. This ob- 
Viously is the first step which should be Taken. 
However, we still feel that added export markets 


are most important. It would appear that 
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development of these are dependent on talks between 
the Canadian Government and the U. S. Government, 
and the question of how to start this process in 
motion, and the timing of such action are matters 
to be considered. - It is possible that the Com- 
mission here may wish to consider what part, if 
any, it takes in this process. 

THE CHAIRMAN: Thank you, very much, 
Mr. White. Widil you proceed with the brief? 

MA. WHITE: If the Commission has no 
objection, .to avoid monotony of voles, Mr. Hwebts 
and. 1 are 201m, to din de cits up. 

THE CHAIRMAN: Dive (aDmetinany Way 


VOU swish. 


Vote WHEE: inGroduction: The submis- 
Slory) Of dmperial) Oil Limited will deal’ an varying 
CSerecs WLTN pOlntsyA, Bye andr i oF the terms of 
Pelerence oLnthe Commission. Perhaps the chief 
value in this presentation will be derived from 
its deseription of the industry, of how’ the industry 
works, the various forces that have caused it to 
take today's shape, and hence some discussion as 
to what might improve its operations. With this 
background, it might be possible then to offer some 
Suggestions on the particular points that the Com- 


mission has been asked to study. 
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It might be appropriate for us to define 
here the elements that we believe best serve the 


national interest in the sense used in the terms of 


reference of the Commission, These are as follows: 
i Se A high level of energy consumption by 
Canadians. 
af The existence of large resources of energy 


sources at the disposal of the Canadian 
economy. 

lA The development of markets which will pro- 
vide reasonable economic stimulus to the 
growth of the energy industries. 

4, Tnerdevelopmens of encray resources, 17 
iine with markets, available to provide 

not only energy required but stimulus to 

the economic development of the country. 

Our presentation is concentrated on the 
oi1 aspects’ of what is commonly referred to as the 
oil and gas industry. The identity between oil and 
Bas exists solely in the producing and exploration 
phases. These two forms of energy, aiter produc- 
tion, are transported and sold under very different 
business systems and seldom have further contact 
until they meet competitively in the fuel market. 

Of particular importance in this presenta- 
tion is the discussion relating to the long-term as 
opposed to the short-term phases of the problem. 
These two may not necessarily be compatible, and 


historically long-term considerations have been the 
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more important. 

Any value that may be derived from this 
written presentation is believed to lie in a reading 
of the discussion. This makes the preparation 
Of a summary and conclusions more difficult than is 
usually the case. such a summary, however, has 
been prepared and is located at the back of The 
book where it may serve to remind the reader of 
Some OL tne more Importany points discussed. 

The Submission is divided into the 


following sections: 


Lue The Company 
ga Characteristics of the, Petroleum industry 
cakes Cruge Of) Reserves,, Produciomiity And 


Factors Affecting Development 


dap Development of Crude O11 Markets and 
Economies of New Market Penetration 


ee The Current Decline in Crude Oil Market 
ete Future Market Alternatives 
Wed Oil Pipe Line Financing and Regulation 


VIL. National Energy Policy and National 
Energy Authority. 
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I. Imperial Oil Limited was incorporated 
by letters patent granted by the Dominion Government 


in 1880. The Company's business is comprised of 

the production, refining and distribution of petrol- 
eum and its products throughout Canada. The entire 
assets of the Company are within Canada, and its 
operations extend to virtually every part of Canada. 
The Company's employees number approximately 14,000, 
and capital employed as of December 31, 1957 


amounted to $757.9 millions. 


The Company is managed by a board of direc- 
tors, who have the ultimate responsibility for the 
business of the Company. The directors, at present 
ten in number, are elected at the annual general 
meeting of shareholders, and the executive officers 
of the Company are the president and four vice- 
presidents, who are elected by and subject to the 
board of directors. Of Imperial's ten directors, 
eight are native-born Canadian citizens, one is a 
United States citizen and one is a Canadian citizen 
born in England. Eight of the directors have had 
more than twenty years of service apiece with the 
Company. All directors are full-time employees of 
the Company. 

The Company's authorized capital is 40 
million shares of no par value, of which approximately 


31.5 million shares are issued and outstanding. The 
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Company has some 44,500 shareholders of whom 35,300 
are in Canada. Standard Oil Company (New Jersey) 
is the largest shareholder of the Company, owning 
about 70 percent of the outstanding shares. The 
distribution of shareholders and shareholdings as 


at December 31, 1957 is shown in the following table: 


Shareholders shares 
Total Wh, Sud 100% 31,442,652 100% 
Standard Oil 
(N.J.) at 21,961,395 69.8% 
Canadian Accounts 35,300 79.25% 6,289, 283 20% 
Other 9,243 20.7% Seo eo fillet Ode 


Canadian Character of Imperial: In view 
of the fact that a majority of Imperial O11 Limited 
stock is held by a United States corporation, the 
question may well be asked to what extent Imperial 
is a "Canadian" company. 

This question in effect means "Are Imperial's 
policies determined by external considerations or 
does Imperial base its policies on Canadian condi- 
tions and the Canadian interest?" 

We believe the record speaks for itself, 
and the answer is that Imperial acts as a truly 
Canadian company. This basis of operations has 
never been questioned by shareholders, large or small, 
Since it is the only way to maximize over the years 
the earnings from our operation, 

The only working principle on which 


the management of an operating company such as 
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ent | 


Imperial can adequately function is the energetic 
pirsvi.y of the, opportunities .im, its. field.;+ The 
management of an operating company will have to work 
diligently to keep abreast of competition under the 
best of circumstances. If arbitrary external objec- 
tives are introduced, the ability of such a company 
to compete deteriorates markedly. 

This is perhaps merely a restatement of the 
importance of decentralized management in the oper- 
ation of large enterprises. While there is a great 
diversity in the extent to which individual concerns 
practise this approach, its importance is widely 
recognized throughout industry today. It is probable 
that no individual concerns have had a greater exper- 
ience in the principles and practice of decentralized 
management than Imperial Oil and its major share- 
holder, Standard Oil of New Jersey. 

One reason for this lies in the fact that 
Imperial Oil Limited incorporated in 1880, is actually 
older than Standard Oil Company (N.J.). Imperial's 
relationship with Standard began in the '90s, after 
Imperial had soaght in vain for growth capital in 
Canada and the United Kingdom. Ultimately the 
financial problem was solved through the sale of 
a controlling interest to Standard Oil in 1898. 

The affiliation thus initiated was, there- 
fore, not of the parent-branch plant variety but one 


between two experienced oil concerns, both operating 
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in highly developed communities. American-born 
personnel presently on the Company's payroll number 
less than one percent and are confined to a few 
specialists who, speaking generally, have brought 

a wealth of experience to Canada and have contributed 
greatly to Imperial's progress. They have been 
enlisted on the basis of their personal qualifica- 
tions and not in the sense of shareholders! repres- 
entatives. 

Imperial was for many years headquarters 
and majority shareholder of International Petroleum 
Company, operating crude oil production and explora- 
tion in South America. Only with the prospect 
of Imperial's own large-scale crude production, 
following the discovery at Leduc, did this success-~ 
ful international relationship come to an end. 

At that time Imperial sold its Inter- 
national Petroleum holdings to finance Canadian 
development (I think we got $18 million for it). 
it is;worth noting that Imperial sold this foreign 
operation, with large established crude oil reserves 
in order to finance its development of western 
Canadian crude oil supplies, which have displaced 
erude oil from affiliated companies. Before selling, 
however, Imperial obtained assurance of continued 
crude oil supplies to its east coast refineries. 

MR. TWAIT: II. Characteristics of the 


Petroleum Industry: During the twentieth century, 
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with the development of the internal combustion 
engine, automatic heating and the general increase 

in energy requirements, reflecting improved living 
standards, the oil industry has emerged as a major 
supplier of energy, even in countries with large coal 
resources, including Soviet behind the Iron Curtain. 
Thus in 1957 the free world used some 15 million 
barrels daily of crude oil and petroleum has become 
the largest commodity of world trade. 

In this growth, the oil industry has 
developed an intricate and worldwide logistical 
system utilizing specialized transportation. Supply 
competition and freedom to "shop" is a predominant 
characteristic of the industry due to a number of 
Lactvors: 

(a) The production of crude oil is concentrated in 
a few major areas as indicated by the following table: 


Free World Figures 


% Jo 
Production Reserves 

Middle East A te 
Venezuela 18 fi 
United States 

Texas 20 

California 6 

Mid-Continent 6 
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| Widespread use of petroleum includes domestic 
customers, public utilities, industry and transpor- 
tation facilities, requiring various specialized 
fuels. Major industries are frequently located on 
the basis of accessibility to a number of different 
oil sources. 
(c) Great flexibility in supply is needed because 
of the varying demand by types of product, the im- 
portant and unpredictable effect of weather, and 
the normally long transportation lines. Consequently, 
an inadequate margin of supply could result in 
violent price fluctuations which would not only 
cause hardship at the consumer level but dislocation 
of industry. To protect against such eventualities, 
surplus capacity is maintained at all stages of the 
industry's operation, from oilfield through the 
transportation network to refining and distribution 
facilities. Surplus capacity has been a normal 
characteristic of the oil industry at ail times 
except during highly abnormal conditions of world 
wars. 

The fact that the oil industry has been 
able to develop and maintain surplus capacity over 
many years reflects the competitive nature of the 
industry on the North American continent. No mono- 
poly has been able to do this in any country where 
such monopoly exists, such as the Argentine, Brazil, 


and Mexico, At the same time, the industry has been 
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able to continuously enlist the confidence and 
support of outside capital to supplement internally 
generated funds in meeting the investment needs of 
the industry. 

In Canada, since the end of World War II, 
capital investment by the oil industry has totalled 
some $4,600 millions. While approximately two-thirds 
has been invested in crude oil exploration and dev- 
elopment, investment in all phases of the industry, 
including transportation, refining and marketing, 
has been essential to supply increasing demands 
of the consumer for petroleum energy. This invest- 
ment has been made by hundreds of companies and 
individuals. 

Expenditures for exploration and devel- 
opment alone in western Canada have been currently 
running at a rate in excess of $600 millions annually 
and net cash input is probably $200 millions annually. 
This capital inflow obviously represents the investors' 
choice of Canadian opportunities for crude oil dis- 
covery and development rather than those elsewhere. 
Imperial's former interest in Latin America, and its 
decision to put this money into Canada, represented 
considered judgment between two investment oppor- 
tunities. The Canadian producing industry, like 
every other producing area, competes’ for capital 
on the basis of profit incentive, geological pros- 


pectiveness and political stability. 
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Such capital is supplied to the industry by: 
1. the individual investor directly, or 
e.. through one of his institutions. 
3. by the shareholder's willingness to leave 
earnings in the business. 

incidentally, financial institutions and 
oil companies have capital to invest only so long 
as the individual investor retains confidence in 
the wise direction, of their affairs. 

Both individual and institutional sources 
of capital recognize all the fair and reasonable 
obligations of the oll industry: payments for the 
right to explore to owners of prospective oil-bearing 
properties, governments or individuals; royalties - 
a share in. the profits of production; fair, wages for 
employees and payments of taxes to local and federal 
authorities. Investors understand the desire of 
government to watch over natural resources, but are 
wary of regulations which may interfere with natural 
economic movements. Capital - the savings of the 
individual - is only forthcoming if a reward can be 
expected within a reasonable time. 

If denied this by excessive taxation, un- 
reasonable regulations or poor management, capital 
will turn to another industry, another country. The 
freedom of capital to move is its greatest asset - 
eontine this. freedom, restrict or. prolong its reward 


and capital will no longer be available. 
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In summary, three petroleum industry aspects 
stand out: the first is competition within the in- 
dustry itself; the second is the heavy capital input 
and the third is the importance of exploration in- 
centive. All three are essential to maximum develop- 
Ment? of on) resources. 

tide, Crude,Oa) Reserves, -Producibdiliwy and 
Factors Affecting Future Development: The producing 
phase of the Canadian oil industry, including the 
exploration fom, ands The, production ol. crude oil 
and natural gas, can be assessed at a given time in 
terms of current reserves, producibility and net cash 
flow. However, future reserve development, and con- 
tinuity of supply to the market depends on continuing 
exploration which, in turn, depends onsincentive... 
chat 28. che prospectoot proeiat, trom mutune, discovery. 

Accordingly, future development of Canadian 
oil resources as a major energy source is not only 
amatter of the current position but even more 
LMpoOrtane Ol whe, actors: ailectine future incentive. 

The following section considers these as- 
pects with detailed supporting material including 
case studies, presented in the indicated appendices. 

It ls. first necessary to describe the 
"business system" in which exploration and develop- 
ment is conducted. The producing industry in Canada 
operates under certain competitive and legal con- 


cepts which can be summarized in four basic 
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characteristics: 
I. Sound conservation practices are observed 
in the production of crude. “Inese practices 
include "equitable share allowable" and 
‘market demand proration." 
bis iy As a practical matter, exclusive rights 

to explore with surface equipment cannot 

be obtained and surface exploration is 

freely done on a non-exclusive basis. 

igus Mineral rights are generally leased under 

a "drill-pay-or-quit’ lease, the terms of 

which promote exploration, because: 

(a) An annual rental serves as an economic 
pressure to evaluate land by exploration. 

(bo) Usually there is no obstacle to the 
division of the lease interests, any 
Oortilon of which may “ve sold or traded. 

(c) Drilling must be started (and continued) 
Li production tsround in adjoining’ Lands. 

LV It is the present policy of provincial 
governments to grant leases by generally 
following a pattern of: 

(a) Granting an option (reservation) to 
lease half the acreage in a block of 
government land - provided certain 
exploration work is done. 

(b) Selling by sealed tender any part of 


the residue of subsurface rights from (a). 
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(c) Granting leases whose terms promote 
exploration as briefly deseribed in IIl. 
All of these characteristics have one thing 
in common - they promote rapid development and explor- 


ation by the industry, because they foster intense 
competition. It is inherent in this situation that 
the oil industry explores and develops considerably 
ahead of available market outlet. Individual re- 
gerves cannot be retained or developed or develop- 
ment deferred as in the case of solid or non-migratory 
minerals. 

With this background, we can consider the 
physical indices of reserves, producibility, and 
Questions or producing economics: 

Reserves (Appendix A): The reserve estim- 
ates made by the Canadian Petroleum Association and 
Imperial Oil Limited for crude oil are summarized 
below; they are considered to be in good agreement. 

Canadian Petroleum Imperial Oil 
Association Limited 
(Billions of barrels) 
Proved remaining 206 2. *5 
Probable remaining 3.68 Sel 
Possible 50. eT - 45 

Producibility (Appendix B): "Possible" 
reserves of oil will only be discovered and developed 
over an indefinite period of many years. Our primary 
concern is the rate of discovery and the producibility, 


or maximum efficient daily production, that might be 
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available during the next five or six years. Estim- 
ates of producibility for this period have been de- 
veloped, as shown in Appendix B. resulting in the 
following figures: 
(a) At the beginning of the year 1958, total 
Canadian crude oil producibility amounted 
to 935,000 b/d. 
(GB). By the beginning of the veer 1960, total 
Crude ol DrOCUCTOLLILYy mLene anoulnt tC 
about 1,056,000" b/d: 
(c) By the end of the year 1963, total crude 
Oil producibility will range between 
15550, 000-and 1,550,000 b/d. 

These figures in all cases include light, 
medium and heavy crude oil and it should be noted 
that up to 10 percent of these gross volumes could 
be in the medium, heavy, or “sour’ classification 
which have more limited market possibilities than 
sweet light crude oll. 

Imperial's submission to the Gordon Commission 
(prepared three years ago) predicted an industry pro- 
DUCE OIt lion in excess, Of) LS mit bon) Darre. sa day 
for 1960, whereas the present forecast for 1960 is 
just over 1 million barrels a day. While this differ- 
ence may seem large, experience has shown that in 
this type of forecasting such variations can occur 
when looking ahead five years as in the case of our 


earlier estimate for 1960: however, the range and 
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likely variation naturally narrows as the forecast 
date approaches. In Appendix B, the basis for the 
current estimate is given. It will be noted that 
many of the factors which are critical to the esti- 
mate are based on judgment and knowledge as of a 
given date. Generally speaking, independent estimates 
of the ability to produce crude oil from "existing" 
wells are usually in reasonably elose agreement. 
The yarlation occurs in the estimate of future pro- 
duction from reserves that are yet to be discovered. 
in the shorter term. finding rave 1s dependent on 
Dact, eatwner tien PuCure exploravion -acuivivty. 
Accordingly, the conclusion developed in Appendix B 
ie urd Gt 
(a) Between now and 1960, changes in the rate 
oF exploration activity and the timing of 
large discoveries should not substantially 
aifect this producibility forecast, that 
is the producibility forecast for 1960. 
(b) By the end of 1963, a producibility range 
of between 1.35 million barrels per day 
and 1.55 million barreis per day is indica- 
ted, after considering a variation in ex- 
ploration activity ranging from 20 percent 
above to 20 percent below present level. 
These estimates could be affected by the 
incidence of large discoveries, although 


there is a considerable time lag between 


i? ae ; ° i 5 

i i.) a. | 
Nekownot a Ha RHOIAE ‘eee huts ~ es + 
r t i f ie ! tee 2 7 Kos 


santos naa 908 bs 


‘oe 


nl lal wd, ‘ , 3 » al +. w’ ..2 : 
ait so. tiehd, aig! ad ‘ms. usages at, 


We 


+4 


a 


a 


is 
a. 


eta 1 tee ‘ Ma Ct Toe LI for - z : « ray to, i A ay, Bagh d ds ow he 8 rey | y 


; { * 1 pf a re wv he » a ur f P ao 
a ka : iA py it ; Vth , yw as 2) __ 
- > 

7 


' 
ae roaygenne mole witeaoeior of ch hous S70 Gl 


. ry a ah ig : * ’ 
i 
A 5 { ; i a ) foany 5 
‘ ‘ <0 . > ae ; iy abe 0h oe F i Meet gINe, AVE Ti Tee ew ’ 
; af} Ae ce? a i ORES ee wh Ee ved es & ital aad bhai sow ae ail 
4 iT Oa) 
" 4 ‘ i . unt ao bell fal Ps 
“4 ae ey Bch . ; , . ” iD eg > { ie sAcary iy MW 4 ‘ 
7 j C eecyr Ee ee fb f oy Oe 4a V ‘ at : Pie a¥ AE rs ve fi f od tt poe ict +e J Ad 
wy “ ¥ ‘, i ri 4 ; wt ret ne ‘ “ Cea : 
i 
uv 
x 


ih ; , : i a | i F ia a = * a ae! ree aL | 
. | noe hued 2k ofer gAakhbolt etied Yerrote Sar ce 
a y ¢ : es : rn meee) . . “ . aoe % 6 . 
' } 


Fey Fk otic ds. Tid aD OCC gee 


eto Pay 
co woe & 


f 


. Ma ee “ 
4 Se 4B wv pm ste Peay’ y a 7 : ’ - 
Snestee OS, eect an hea i fy ties sotssaety 


owen ileus hauled Dao i OS os aveds 


‘ 


‘ abet 
ey 


nian: | ae ee ee Ane 
| Haws tie | eevee 
: 7 : : is 
ee 


} = 
ANGUS, STONEHOUSE & CO. LTD. 4706 
TORONTO, ONTARIO 


discovery and the full production impact 


of such large discoveries, 
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PRODUCING ECONOMICS AND PROFITABILITY 
(with further detail in Appendix C): Net cash 
recovery or input of the overall producing industry 
at a given time is not a true reflection of profit- 
ability. The industry is a composite of many 
individuals and companies with widely different 
resources, positions and prospects. Gross rate of 
industry expenditure and cash input is determined 
mainly by future prospects and long range programs. 
Consequently, profitability and future cost/price 
relationships must be examined on the basis of 
unit values (dollars per barrel) which is the 
investors! criterion of exploration incentive. 

We have estimated such figures, as shown 
in Appendix C, on the basis of industry averages 
and specific case studies which bring out the 
following points: 

(a) Current estimates of crude oil 
replacement costs and profitability in western 
Canada show that on average the procucing industry 
LS earning 4 return of 7-1le percent, This rate 
must be considered a modest return on risk capital 
and no more than sufficient to attract new money 
at normal success ratios. 

(b) Future cost/price relationships 
which will determine incentive and consequently 
the basis for future exploration, are chiefly 


governed by: 
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(1) Finding or acquisition costs which vary 
widely between producers; 

(ii) Realization for crude oil at the wellhead 
which is affected by length of transporta- 
tion to markets and competition at the point 
of sale. 

(c) Acquisition or finding costs may be 
expected to increase in Canada as the area matures, 
At the same time, Canadian crude is already at a 
30/45¢/barrel disadvantage in wellhead price versus 
U.S. and Venezuelan crudes due to the long éverland 
distances to markets. 

(d) The further narrowing of cost/price 
relationships is a matter of serious concern in 
relation to the supply of equity capital (including 
retained earnings) which is the only source of risk 
capital for exploration. 

SUMMARY: The major consideration in the 
development of Canadian crude oil resources is explora- 
tion incentive, which involves judgment as to pros- 
pectiveness and future cost/price relationships. The 
following should be recognized in assessing the 
Canadian industry situation: 

t' Exploration, to be effective on a large scale, 
must be reasonably continuous; it cannot be turned 
off or on, as in the case of many other minerals, 
because: 


(a) Specific exploration ventures, even 
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in limited areas, usually require several years of 
work. 

(bo) Very often, success, when it is 
achieved, comes from restudy and reinterpretation of 
work done in past years. 

(c) Despite great advances in geological 
and geophysical techniques, no positive oilfinding 
tool exists today. The only conclusive test is the drill. 
Only 20 percent of the exploratory wells drilled in 
western Canada have discovered commercial oil and gas 
reserves. 

II. For the reasons given above, oil producibility 
in the immediate future is a reflection of past, not 
current, exploration activity. 

ItI, Exploration in the long term future, on a sound, 
continuous basis, is dependent on profit incentive, 

the competitive system, the exploring force and 
favorable geology, all of which must be present. In 
western Canada today, only "incentive" need be discussed. 

iV. “Profict-orm incentive is primarily ia price/cost 
relationship. In the producing industry, just as in 
any other business, this relationship is influenced 
by ups and downs in general price levels. In the 
western Canadian producing industry, there are three 
factors which merit special comment on this price/cost 
relationship: 

(a) within the industry, profit incentive is 


not a conventional relationship of volume multiplied 
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by unit of realization. The volumes are determined 
by proration; consequently, incremental increases 
or decreases in the total crude outlet do not 
acerue to one company in the same way as they do 
to another. 

(ob) The western Canadian producer is 
realizing a price at the wellhead which is 30 to 45 
cents per barrel less than other Western Hemisphere 
crudes., This fact alone should be a real indication 
that any substantial sacrifice in realization would 
take away, or partially take away, the exploration 
incentive. It is even more pertinent when it is 
looked at along with the average industry profit margin 
estimates which currently appear to be little more 
than adequate to encourage continued exploration. 

(c) The cost of finding is probably 
increasing, although the rate of increase cannot 
be reasonably estimated from the limited information 
and the inherent annual variations. Thus long term 
future exploration incentives might be somewhat 
Limaced if judged on current realizations. 

Thus Imperial's analysis indicates that 
the Canadian oil industry must carefully guard against 
any action that would permanently further depress 
crude oi] realization relative to that. in other areas. 

Of major importance in the profitability 
of the producing industry, and which cannot be covered 
in detail in this submission, are the present regula- 


tions in respect to depletion allowance. This 
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matter has been the subject of many representations 
to the federal government authorities by the Canadian 
Petroleum Association and individual companies over 
the past ten years, and complete studies have been 
made available to the Department of Finance. In essence, 
the present depletion allowance regulations as inter- 
preted by the government allow depletion after the 
deduction of total exploration costs, and this is a 
substantial penalty to the Canadian producer, as 
compared to producers of competitive crudes. In short, 
the U.S. depletion allowance, which is more favorable 
than that in Canada, is available to U.S. companies 
generally no matter where they are operating. Thus to 
the wellhead price disadvantage, which the Canadian 
producer presently suffers, must be added the net 
effect of additional taxes. 

MR. WHITE: Mr. Chairman, I would like to 
ask some advice either ofyourself or of counsel. We 
have some appendices to this Report. Three of them 
bear on this chapter and one, at least, is most impor- 
tant, and the other two are quite important. We would 
like, at some stage, to read them into the record. 

THE CHAIRMAN: Mr. Pattillo and I discussed 
that, Mr. White, and our view was that they should be 
read into the record and not just taken as read. 

MR. WHITE: It is a question of timing. We 
could proceed with them now, because they are related 


to this section. 
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THE CHAIRMAN: I think that would be the 
appropriate time to do it. Do you not think so, 
Mion FAatuL 1 oOF 

If you would do that, we would appreciate 
Lt, Mr. Walcve, 

MR. WHITE: Mr, Mackenzie will start. 

THE CHAIRMAN: You are going to read 
Appendix "A", Mr. Mackenzie? 

MR. MACKENZIE: YeOes.e SLi. 

APPENDIX "A", CRUDE OIL RESERVES: Esti- 
mates of crude oil and natural gas reserves are 
usually presented under three classifications --proved, 
probable, and possible. These, in turn, may be 
expressed as either ultimate or remaining reserves, 
Used in this sense, probable reserves include proved, 


and ultimate reserves are equivalent to remaining 


Reserves: Imperial Oil Limited has prepared estimates 
of proved and probable remaining reserves of crude 
oil in western Canada using rules similar to those 
used by the Canadian Petroleum Association. The 
comparison is shown in Table l. 
Lale= a. 
Reserves Estimates for December 31, 1957 


(Billions of Barrels) 
TO ge eine tien ot Le Cenoe 


Proved Remaining - - - 2.75 2.86 10% 
Probable Remaining - - 3.77 3,68 2.4% 


The differences are considered to be minor and well 


reserves plus accumulated production. 
Proved and Probable Remaining Crude Oil 
within the range that would be expected from 
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independent estimates. 

Pipe lee Uruge Jl neoceves., Unie Of Tie 
more commonly used yardsticks for expressing 
the quality of a sedimentary basin has been the 
number of barrels of oil per cubic mile of 
sediments. Lewis G. Weeks of Standard Oil Company 
(New Jersey) has published several papers on this 
subject and is recognized as an outstanding authority 
on petroleum geology. Mr. Weeks has applied his 
volumetric approach to manyof the world's sedimentary 
Dasinie and irs ‘escvimaves of possible crude o1t 
reserves worldwide average 30,000 barrels per cubic 
mule, “His esuimaces for the continental United 
states are 50,000 barrels per cubic mile of sediments, 
To our knowledge, no similar study has been made for 
Canadian sedimentary basins. However, the application 
of Weeks! volumetric estimates to the sedimentary 


basins of western Canada gives the following figures: 


Sedimentary Area Volume of Sediments 
(cubic miles) 

Northwest Territories and Yukon - - - SANS 18188 
Alberta and N.E. British Columbia - - 506 , 000 
Saskatchewan and Manitoba - - - - - - 169,000 
Total - ----- - ee ee = 890,000 

Possible Reserves at 30,000 bbl/cu. mile = 26.7 billion 

barrels; 

at 50,000 bbl/cu. mile = 44.5 billion 

barrels 


All authorities stress the caution with 
which such figures should be used. They are not, as 
Weeks has pointed out, proven or probable reserves, 


nor should they be used as such. In fact, while the 
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volumetric approach is believed to give figures of 

the right order of magnitude, they might be highly 
inaccurate when applied to individual basins. Several 
of the basin areas of the United States have a 
comparable geologic setting to the sedimentary 

area of western Canada so that use of the U.S. yard- 
stick is considered reasonable, 

In any event, while the order of magnitude 
of the numbers ear be reasonable, it is important to 
note that the realization of these numbers is in the 
a.most Unlimivea rubure, Tne key tiese in whevra ve 
Of finding and une Key "vo vne rareror finding sles 
if Ghe Incentive’ to explore, 

Summary of Crude Oil Reserve Estimates 


‘(Western Canada) | 
(Billions of Barrels) 


Proved Remaining ------+-- 2.{D 
Probable Additional - - - - - - - oe 
Probable Remaining - ----=- - crags 
Possible -----+-+-+--+-+-- OT -45 


Natural Gas Reserves: The natural gas 
reserves of Imperial Oil Limited amount to slightly 
moce tosh od trivilien Cubic feet, mosc of which 28 in 
the form of gas cap gas and dissolved gas and most of 
this volume is therefore committed to conservation 
projects and programs. Therefore, due to limited 
participation in natural gas, Imperial's reservoir 
engineers have not studied the industry reserves in 
any detail. Consequently, no reserve estimates on 


natural gas are submitted. 
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APPENDIX "B", CRUDE OIL PRODUCIBILITY. 

4n important indicator of the growth of the 
crude oil producing industry in western Canada is that 
characteristic known variously as producibility, 
potential, productivity, maximum efficient rate (MER), 
and maximum permissible rate (MPR). While it would 
be untrue to say all these terms are synonymous, 
they imply generally the same thing and their res- 
pective values are similar. For the purpose of this 
submission the word "producibility" will be used 
and it may be defined simply as the maximum sustained 
rate at which western Canada can produce without 
seriously reducing the ultimate recovery. 

Present Producibi itty: “ine presenu produci— 
bility is obtained by adding the MPR's of all pools 
in western Canada subject to the following modifications: 

1. Certain pools in advanced stages of 
depletion do not have published MPR's, Their 
producibility, measured by actual production perfor- 
mance, must be added to the total. 

2. in most pools for which MPR's are es- 
tablished there are some wells physically incapable 
Of producing their MPR's, This inability must be 
subtracted from the total. 

3. Many wells, while capable of producing 
at their MPR's, can only do so by withdrawing excessive 
quantities of gas or water. Failure to return these fluids 
to the formation results in penalties which also must 


be subtracted from the total. The need for estimating 
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in (2) and (3) above results in slight variations 
in the producibility figures quoted by different people. 
Imperial's engineers have estimated western 
Canada's producibility at December 31, 1957, to be 
935,000 barrels per day. Of this amount about 2 percent 
is heavy erude and about 7 percent is medium gravity, 
sour (high sulphur content) crude. This leaves 91 
percent of 855,000 barrels per dayin the light crude 


classification. 
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Future Producibility: Producibility in 
the future will depend a great deal on the rate at 
which new oi1 reserves are found, in essence the 
pace of exploration, 

The following matters are pertinent to 
assessment of this pace, 

Different companies have different 
approaches to the end of acquiring petroleum reserves, 
Some tend to concentrate their efforts on what might 
be termed "primary" exploration, entering new areas 
where little is known of the petroleum prospects, 
and trying to find a key to possible accumulations 
in those areas. Others prefer to start their opera- 
tions after this first phase is done, participating 
in the lanc play and relatively intensive exploration 
that Tollows the initial discovery. Still others are 
engaged in the acquisition of more or less proved 
reserves in producing fields through the purchase 
of leases. Of course, many companies take part in 
two or all three of these phases, perhaps emphasiz- 
ing one in relation to the others. All three phases 
are important in our competitive system. 

But the primary explorer has made possible 
the existence of the other two and primary exploration 
must be carried on as a long-term and continuing 
operation if it is to have a reasona»nle chance of 
economic success. From the first regional analyses, 


through the process of acquiring sufficient acreage 
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to justify the large expenditures to follow, and on 
through all the normal sequence of exploration to 
final tesating with the dridjl, continuity is. of 
greatest importance. Since the chance of final 
success'in any one area is relatively small, the 
primary explorer must diversify his efforts and con- 
tinue to work from one area to another, making his 
successes carry his failures. A large staff of highly- 
trained technical people provides the lifeblood of 
such an operation, 

Exploratory, Drilling: ) The porvion ,of toval 
exploration effort that is represented by expioratory 
drijtiing, while only amounting to 25 to.30-percent of 
total exploration expenditures, has remained fairly 
constant in recent years and is considered to be 
the most reliable indicator of the pace of exploration. 
For this reason it can be used, as such, in forecast- 
ing new reserves and producibility. 

Figure 1 shows some estimates of exploratory 
wells to be drilled over the next six years. In 
1957, 967 exploratory wells were drilled in western 
Canada compared with an average of 886 wells a year 
over the last five years. For the purpose of the 
forecast presented here, three future levels of dril- 
ling activity have been considered as follows: (as 
shown on chart, page 50, of original brief) 

Level A -- Exploratory drilling increases 


steadily over the next three years to level out ata 
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point 20 percent higher than the 967 wells of 1957. 

Level B -- Exploratory drilling continues 
at the 1957 level of 967 wells per year. 

Leave b-G-=- Exploratory oOrilling decreases 
steadily over the next three years to level out a 
point 20 percent below the 967 wells of 1957. 

PINGIe maces. Upto the anor ory a fs, 
a total of 7,786 exploratory wells had been drilled 
in western Canada. The probable ultimate reserves 
of, crude oid found by cthissdrijiine amounted to 
4,688 million barrels. This gives a cumulative 
average finding rate of 603,000 barrels per ex- 
ploratory well. (Some analysts base their statistic- 
al finding studies on other indices such as "barrels 
found per wildcat well", Certain definitions of 
well, classifications. have become widely recognized 
in the industry and the most common set of defini- 
tions is credited to Lahee and is the standard 
for the American Petroleum Institute. These defini- 
tions include the following classes of exploratory 
wells: Outpost, Shallower Pool Test, Deeper Pool 
Test, New Pool wildcat; New Field Wildcat. The 
finding vate figures. used in this presentation are 


"exploratory well" which 


in terms of barrels per 
includes wells of all the above classifications. ) 
such an average rate is only valid when applied 

to a very large number of wells. The number should 


not be considered to indicate the likely result of 


drilling any one well or even a small group of wells. 
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The fact is that about 80 percent of the exploratory 
wells in western Canada have found no commercial 

oil or gas, The average is maintained by the few 
wells that find very large reserves. 

Oil finding in Canada has been sporadic 
and wide variations in results have occurred from 
year to year. Thus a year-by-year plot of historical 
finding rates gives no reliable trend on which to 
base a forecast. Experience in the United States, 
where the number of annual exploratory completions 
has been 12 to 15 times the number in Canada, is on 
a “proader base and covers a much longer period. A 
atudy of the statistics for the United Staves 
reveals a steady downward trend in the finding rate 
as drilling density increases and “the present. weve 
is between 200,000 and 250,000 barrels per explora- 
tory well, “(HiIi. Kenneth &.,"Hammar, Harold Dy, 
and “inger, John G., "Future Growth of the World 
Petroleum Industry", April 1957.) The Canadian in- 
dustry is at a much earlier stage of development 
and this is reflected in the higher finding rates 
experienced to date. But it seems reasonable to expect 
that a decline will occur Gn Canada, Just: as Lt ‘has 
in the United States, as drilling density increases. 

For this study, it has been assumed that the 
finding rate in western C nada will decline slowly 
from a current level of about 600,000 barrels 


to 540,000 barrels per exploratory well sixz-years 
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from now. 

New Reserves: Three forecasts of new 
reserves to be found over the next six years have 
been made by multiplying the number of exploratory 
wells to be drilled in each year, as represented 
by levels A, B, and C respectively on Figure l, 
eiven on pate SO OL “original oriei, by she pre- 
dicted Finding rates. just discussed. The following 
table shows the volumes of new reserves predicted 
for each of the next six years as a result. of the 
three levels of exploratory drilling which have 
been considered. 


TABLE II 


New Reserves 


Exploratory Exploratory Exploratory 
Program Program Program 

A B C 

(Millions of Barrels Found) 

1958 =- - - 608 TO 532 
1s Ae SS 561 486 
1960 - - = 661 oie: Av 
1961 - = - 650 542 N33 
1962 - - - 638 532 NO6 
1963 - - - 626 22 418 


Development of New Reserves: There is a 
considerable time lag between the finding of a new 
field and the development of that field to full 
producibility. This delay must be taken into account 
in a forecast of producibility. Generally it may be 
said that the industry tends to show more variations 
in development pace than in exploration. (Development 
pace after discovery will be influenced by the 


following factors as shown: 
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Relatively Rapid 


If roads, communica- 
tions and pipe lines 
are already developed 


If the pool out- 

tine can be easi- 
ly interpreted or 
delineated 


if favourable 


If there are many 
operators and many 
mineral owners 


i whe productive 
formations are 
Shallow and easily 
reached with the 
Ora SE 


Relatively Slow 


If roads, camps, 
tape Lines. vc, , 
have to be built on 
remote and difficult 
terrain 


If complex geology 
makes 10 difficult 

to define the product- 
ive Jimits o1 the 
pool 


If unfavourable 


Tf there are few 
operators and few 
mineral owners 


If the productive 
formations are deep 
and/or the overlying 
FOCKS are ai Tiiculy 
to penetrate ) 


rrom Study OL UNe Histories or pool 


developments and from a consideration of current 


eondl tions, 


an average development period of four 


years has been assumed for future discoveries in 


Le AYO SSO, 


POrecacua Of FrouuciLoLiivy: 


Pues ver 


BIVen.On Pape 5- of Original brier, presents 


forecasts of producibility for the three levels 


of exploratory drilling which were presented on 


Firure 1. 


The lower line on 


the estimated producibility 


assuming no 


meantime, 


new discoveries are 


the graph indicates 
of fields now known, 
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( m1 


wast 


The three upper lines on the graph show 
the forecast total producibility when allowance is 
made for new discoveries. The top line corresponds 
with exploratory drilling level A and the two 
succeeding lines with levels B and C respectively. 

By way of review, the estimating sequence 
used in predicting the producibility of new dis- 
covery pools was as indicated in the following flow 
diagram, 


Forward estimate of exploratory effort 


W/ 
expressed as 
Exploratory wells to be drilled (Figure 1) 
Wy 
multiplied by 
Barrels of oil found per exploratory 
well drilled (600,000 - 540,000 B/W) 
‘Wh / 
to give 
Reserves to be found in the future (Table II) 


$ 


Wy 
apply 
Development pace factors (4 year basis) 


| 


N/ 
LO Pive 
Producibility of future discoveries (Figure 
It is obvious that the forecast of explora- 
tory effort is a vital factor in arriving. at the end 
result of producibility estimates. It may be useful 


therefore to refer again to the exploratory drilling 


forecast given in Figure 1 and to explain some of the 
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philosophy behind these particular efforts. There 
are certain underlying factors which affect the 
short-term forecast, and others that have a bearing 
on the activity in the long term. 

(a) Short Term: The industry has a built- 
in momentum which is the dominating factor in the pace 
of exploration of any immediate future period (say, 
two or three years), In its simplest terms, an ex- 
ploration play tnvoives acquiring land... conducting 
geological and geophysical investigations, and, 
finally, drilling one or more exploratory wells, In 
the ordinary course of events, such a program cannot 
be carried out in less than two years, and may take 
much longer. Over this whole period, a company must 
have and maintain an exploration staff of trained geo- 
logists, geophysicists, and land men. Thus, when a 
program is underway, the continuing expenditures 
required to maintain experienced staff, together 
with other pre-drilling investments in land and surveys 
cannot be abandoned except under very unusual circum- 
stances, Minor fluctuations in the economy will change 
the tempo only slightly'over the short term, 

(o) Long Term: Long-term forecasts of 
exploratory effort differ from short-term projections 
in that they go beyond a mere continuation of current 
exploration projects and consider the commencement of 
entirely new exploratory plays. Thus the intensity of 


exploratory effort over the long term depends entirely 
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cusee 
on incentive in the form of profitable markets 
and on a favorable political climate to attract 
risk capital. If these conditions are favorable, 
exploration will continue at the rate necessary 
to find the new reserves to meet market requirements, 
Conclusions re Producibility: The follow- 
ing conclusions apply to the estimates represented 
on Figure ec. 
i, “Industry producibilizty or abour 1705 
Militon barrels a day can be expected at the 
commencement of the year 1960. 
oO,  Frodveroiiicy in the order of 755 
tor 155 million barrels a day 1s possible by about 
the end. ofr 1963. 
3, he Droeduclpility range or 1.35 
Wie eon Darreis a cay vo L5o milion parrel s<e 
day may seem narrow sonsidering the fact that the 
limiting assumptions are exploration efforts 20 
percent above and 20 percent below present base. 
Naturally, the range would widen if projected 
further into the future. However, this does illustrate 
that there is a considerable time lag between the 
commencement of exploration and the full production 
impact that stems from the exploratory venture. 
The estimates assume that industry will 
Strike averages each year both in exploration 
results and in development pace. In reality, this 


does not often happen. 
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Pifure. 3) pape 55. Ol original priser, 
portrays the annual exploration results since 1946 
in terms of present estimates of the probable reserves 
found in each year. It may not be quite true to say 
that oil finding has, been cyclical, but there are 
certainly indications of periodicity with series of 
prolific discoveries being followed by several years 
Ol, disappointing resulte. Thus. belisthe size and the 
timing of new discoveries can alter forecasts of 


this type. 


---A short recess. 


THE CHAIRMAN: Gentlemen, we shall now 
resume the hearing. Mr. Mackenzie? 

MR, MACKENZIE: APPENDIX "C™, PRODUCING 
ECONOMICS. Most companies engaged in the production 
operation accumulate each year's business by segments 
of cost as follows: 

(a) Operating Costs: All wages, materials, 
supplies, services and taxes (excluding income tax) 
that pertain to production expense plus overhead. 
Shown as an annual total. 

(o) Depreciation of Development Capital 
as calculated in the following manner: 

i. Surface -- capital cost of surface installa- 
tions that are part of the production operation (such 
as tanks, separators, etc.) -- depreciated over the 


a 


approximate life of the asset -- expressed in $/year. 
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Li. \NUUSUrrete. -—- Canluat pcos of mini Ting ard 
completing each successful well divided by the net 
barrels of reserves under the spacing unit assigned 
bowthe “welbe Thus, as each barrel is produced, the 
same depreciation is taken and the capital is 
amortized over the life of the reserve -- it is 
expressed in $/year by multiplying by the net 
barrels produced in the year. (Some companies 
use "time depreciation" on subsurface capital invest- 
ment. ) 

(¢) *Bxploration Costs: Consists of bonus 
payments for mineral leases, mineral lease rentals, 
exploration research, geological operations, geo- 
physical operations, “exploration drilling and super- 
vision. Shown as an annual total. 

The above represents the normal method 
oP Doone costs for accounting purposes. Clearly 
each cost segment is related to the revenue of a 
fiscal year as in a profit and loss statement. 

However, to assess the profitability of 
che Progqgucing operation Lt 1s necessary to relate 
investment to the barrels of reserves found and 
developed and thus reflect the size of the reserves 
available for future production, Thus, to measure 
profitability, the three cost segments should be 


related as follows: 
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___Dollars Spent 
Annual Net Production (Net Barrels 


Operating Cost = 


Development Capital Cost = —— Dollars Spent 


Drilled Reserves (Net Barrels) 


i a 


Probable Ultimate Reserves Found 
(Net Barrels) 


Acquisition Cost = Dollars Spent 


The total of these is commonly referred 
to as "replacement cost". 

While the expression of this cost is 
Simple, as it merely represents the annual or 
cumulative expenditures of the producing industry, 
tie ih aco OliticulG tO Choteim precise fileures 
of the industry dollar expenditures broken down into 
the Gorec: Seemencs required and 1% is even more 
darriguile GO get precise Tiscures on reserves. 

To overcome these difficulties, Imperial 
Oil Limited has for some years now assembled “unit 
Of work’ statistics of the producing industry, and 
has applied to these statistics the best possible 
estimate Of accompanying dollar costs. It is 
believed, therefore, that the estimates of industry 
costs used hereafter are a fairly accurate portrayal 


of producing cost history in western Canada. 
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Since operating costs are related to 
annual production and development capital costs are 
related to drilled reserves, these ratios can be 
estimated with reasonable accuracy. Acquisition 
costs, however, being related to ultimate probable 
reserves Tound, present a more ‘complex problem, since 
an ineulda cleny backilot. 6f production history is 
available to-accuratvely pinpoint Ultimate reserves 
in any of the active areas of western Canada. 

(Relatively speaking, the modern 
Canavan oat DUuUBINSSEVLs Very young. YOUa ys. Unere 
are areas in western Canada that have been actively 
explored for the last seven or eight years -- they 
are péeing actively explored now and there 18 a very 
mood chance that they will be under active explora- 
trom for Gu deast ee decade inthe future. the 
exploration being done today will be applicable 
to reserves discovered in the future and the ques- 
filon arises as to whether’ such costs should be 
applied against today's probable reserves estimates 
in determining current ‘acquisition costs or whether 
hey should be more properly applicable against 
reserves ‘that will be round in the future. The 
only reasonabie solution appears to be to take the 
view that exploration will be conducted in favour- 


able areas for years ahead and that additions to 


present reserves estimates will be made for years 


in -the-future and that, therefore, the only 


2 y : : r 
ease - - a ee ee » 
al oy ea xe gehed sr | 
>) - _ ) 
eres 7 war 


. 


ae 
ut : : 
Oe 4k, ee ae wie efeoo saideiogy ante wu ree 

aa woken Fes iqa <reamiger reves ‘pew soresibuis Usui 


a 


Yaa assoc asvteagt: DSL jt ipaatee 


: Lowi Rosy Gece: kT deer fis ti hetsmides 


rate atthe AL 
“i cgay Gr oe beteled) aneed (oe vewes: (sdeo: 


. -~ 

} ACI Gey laa oF 

i. | 

| ; POS LEI O TET oe a7 Chit LOR “SI THissang Merpiiieye ; vovases'y 
| | et waogac! posuneRg TO Peeks Frets ttiwens tm 

; ‘ . | . | 

fomr iia GirOogAle eis seu see Be Bide Eve 

! ) | 

| ss ‘aan a os 

teas! d2o¢hSe te egate S¥itts ait lo Ye me 


ir ei, ite ie 
sq FSMoSCS YsSV Co Bion 


» 


“ove. seemtegd O00 fe pense 


ea AEIEIO, Yas a4 BS 
ee oer phd ti 
i ered Gags SOBRE wes eew fl BB2Ga 


¥ : : re’ vee ; ‘, com,'t ae : _ ry 
Pater)! Suae:: aay Pre: ws eyed 29282 978 Ol “Oeloigae 


ut 
i a 


4 ad pe i i: 
ae Avie 2 PP ih bly * Pee Dy A hae f < 
| CW fe GAG hep: Dau Walt. role ee a Ww ina ais at Se 


| op “shee: eee Lily week Fer’ opens. Deeg 
7 a 
~ e ees yy la “tee he ss 
ai: ewlirn Sheesb B Tess kari ok 
| if f a? Mai cog ; eee Se rues 4 7 
! # eae gels LE Sor. WEBCO eG Bit ad’* moss i iz 
i nuit ho = here aa! adie AMR ee Mita ; i 
| a 
| 24!) Ise: VIET. ‘i Ab bevavo0Egs ip eavisl. aey of” 7 
f 
| | * i 
| ; F oe ye iehiow. oh Pea ie iy 7 P 
) a joc: atten ece: fens ein OF Sh 268 238 nol, , 
ites eoviaaen olaedsig se yaber tea rage pos Togs 
te ee 
| see eae LN a 
5 " jade nede feipos Uteitob Badiinisdes eo 4 
Lada v le ae ele le a we f | ; | 


ey ioe) Seige. ylvegeig avon bd “hiveods yous 


+ e wees 


cr ott oral SANs adi tiw ead RaVvIseoT : 

) ee SC died ods Soe a hetsetod oidsriosset ‘ine. 

Seen de aes b bstoubsiom-ociGseW’ nea exoLane van = | 

oF “are i f.ehiecst aessepelat bears “anes ay ool BSSIR 

5 od ich &: pipet. AL Lee eotemives asvzepon | 
Yiqureds cect “heat b ue | a" _ eit a 

rere vey a ol Cie mal 


4730 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


practical solution is to apply current costs to 
current reserves estimates.) 

since very little historical background 
exists upon which trends can be established, the 
unit costs which will follow in this section may 
be said to reflect current estimates which may be 
subject: to future. revisions. 

Finally, the problems of separation or 
integration of natural gas reserves and exploration 
costs have not been attempted since Imperial's 
natural gas data are quite limited. 

(It is recognized that the large reserves 
oY natural gas tare "a. credit to the industry explora- 
Loryeectrort.. However, in view of the extremely long 
Oflayrine obtaining Markets Tor much of the gas, 
there is considerable uncertainty in how to value 
the reserves. The value of the natural gas re- 
serves was therefore not included in determining 
PCGULSLEUOM COSTS wea lVIOouch 1G De orecosni zed ithat 
it does have value and would in fact reduce 
acquisition costs by a small amount. Natural gas 
liquids reserves have been included in probable 
ultimate reserves used in calculating acquisition 
costs.) 

The foregoing general comments were for 
the purpose of emphasizing the difficulties involved 


in estimating industry economics. Despite those 


difficulties five short studies were prepared and 
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are presented in this Appendix. 


sae Replacement costs for crude oil based on 
industry statistics - Case A. 
es A specific unsuccessful exploration 


venture of Imperial Oil Limited - Case B. 
as A successful exploration venture of 
Imperial Oil Limited - Case C. 
4, A hypothetical experience of 4 success-— 
fil producing company —- Tease). 
oe A hypothetical experience of another 
producing company (marginally success- 
ful) - Case E. 
CASE A - Replacement Costs (Based on Industry 
Statistics): 
Tf tie Saduscury. Ve Lo sustain wiselt 
it Must acduire and develop ror production, 2 
barrel. of reserves. for every barrel of o11 actually 
DrocuUced. It may be said, then, that the total 
expenditures of the petroleum industry, related 
to barrels acquired, developed, and produced, are 
a measure of the industry's crude oil replacement 
costs. It follows that the relationship between 
crude oil replacement costs and realization pro- 
vides a measure of the economic wellbeing of the 
industry. 
The succeeding figures are based on 


estimates of actual industry operations over the 
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lated (the procedure of using accumulated past 
costs may not seem compatible with the objective of 
of calculating a replacement cost, which implies 
the use of current and future costs. However, 

the wide annual variations in finding coupled 

with the short history in western Canada renders 
impossible the establishment of a trend in acquisi- 
wu geyem ce\s}cericis The only practical solution appears 
to be the use of accumulated costs and accumu- 
lated reserves to reflect the costs per barrel to 
date, leaving to subjective judgment the extent 

to which future costs may vary) and averaged on 
Imperial estimates of industry annual dollar 
expenditures for each of the acquisition, develop- 
ment, and operating categories. The costs are 
expressedion a per barrel basis and added to 
determine the replacement cost per barrel. ie 
each case the actual dollar expenditures have 

been adjusted by applying the General Wholesale 
price index°to reflect more accurately the. true’ re- 


placement cost in terms of 1957 dollars. 


i 
period 1947 to 1957, the costs having been accumu- 
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TABLE I 


ACQUISITION COST 


Accumulated 
Acquisitipn 


Accumulated Accumulated 
Total Ultimate Pro- 

Acquisition Cost bable Reserves 

Thousands of $ Thousands of 


pwn i a 7 Neu Bors. 
Year 
rior to & 
nel, 61047 OR Ae 560,041 
1948 117,008 ieee ode 
1949 197 , 364 Leo tee (ou 
1950 320,020 1,835,702 
1951 460,155 D420; 0600 
1952 661,341 Soil are 
2953 349,776 3,693,194 
19544 i .TOG, O27 3,843 , 809 
L955 1 SUT gais: 4,127,716 
1956 1 625.003 de CuO eo) 
1957 1 Oe ead 4,414,430 


elf the five year period of 1953 through 1957 were taken 


the acquisition cost would be $1,280,543 = $0.75 per bbl. 


“1,699,956 
However, 1957 reserves are probably understated, 
making this five year average acquisition cost some- 
what high. 
DEVELOPMENT CAPITAL COST 

It is assumed that the amount of developed re- 
erve as of December 31, 1957, was 96 per cent of the 
roven reserve of 3.30 billion net barrels or 3.03 
ijilion net barrels. Cumulative development costs 
mounted to $1,039,995,000. 
The development capital cost ratio is therefore -- 

$1,039,995,000 - $0.34/net barrel 


3,030,000, 000 
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OPERATING COSTS 
In Table II an estimate has been made for 
industry operating costs. The figures have been 
built up independently by Imperial Oil Limited, based 
on judgment and experience and are believed to be 


representative of actual industry operating cost 


history in western Canada. 


TABLE IL 


OPERATING COSTS 


Accumulated Accumulated Cost 
Cost Production $ 
Thousands Thousands of per Net Bbl 
of $ Net Bbls. 
Year 
Pees VOT 
ined. 2047 pe aa h0 80,525 29 
1942 32, 360 90,863 . 36 
1949 4e,690 108 , 692 39 
1950 BT s010 1355077 AY 
IRS ea 73,470 173,863 A5 
1952 104,500 EPNON Gas 8 
1953 130,270 295,654 4d 
1954 165,060 Siuiyeispl 44 
1955 Ol 7160 183,703 A 
1956 289 ,696 636,001 45 
Lele gs 365, 345 (22,062 46 


From the preceding data the following replacement 


cost calculation can be made: 


Actual Adjusted 

Dollars Dollars 
Cost of acquisition 0.44 0.46 
Cost of development capital 0.34 0.36 
Cost of operating 0.46 0.46 


Replacement cost per net barrel De 1.30 
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REALIZATION 
In Tabie III the weighted average wellhead 
crude price for western Canada for the years 1943 


tO 1957 are given. 


DABLEUTIE 
S$ per Bbl. 

1946 3.15 
1949 2 90 
1950 2.95 
ENS iyi! 2.45 
1952 hake 
153 emits 
1954 2.54 
1955 Dees 
1956 REY 
Vers 2.52 (estimated) 


For comparison purposes the 1957 average 
1S compared to some other well known crude sources 
in the Western Hemisphere as follows: 


Western Canada Average (wellhead) $2.52 


Redwater 2.63 
Pembina o4G4 
U.S. Mid-Continent 35° 3.05 


Guanipa 30° (f.0.b, Puerto la 
Cruz, Venezuela) ehaiio: 


Comparison Between realization and 
Replacement Cost 
the replacement cost amounts to roughly 
50 per cent of the realization. The difference 
between walization and replacement provides the 
amount available for payment of income tax, cost 
of money and profit. 


The cost of money is a most important 
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factor. In the producing industry, the investment 
is made in total before a dollar of income is re- 
ceived, and the prime asset (i.e. oil and/or gas re- 
serve) is produced very slowly over a period of 
years. Hence, the income from the investment will 
not be realized, in total, for a period of 10-40 
years (i.e. until the reserves are depleted). 

Thus, the realization and replacement 


cost compare as shown in Table IV. 


TABLE IV 
Future Worth Present Worth* 
at 6% & at 6%& at 64% 
PO isis S5uyriie 30 iis. 
Dotilars per Bpi, 
Realization 2.52 1.64 STS, 
Replacement S50 Hote LEE, 
Margin before tax LEee Maye 40 
Income Tax** aa see 19 
Margin after Tax Ol .30 ae 
* The use of 6% is perhaps a low figure -- it is 


only slightly more than the present day prime 
borrowers! rate of 55%. 


** Since such items as most exploration expense, 
operating expense, and a portion of develop- 
ment capital may be written off for tax pur- 
poses in the year in which they are incurred, 
or (with the exception of operating expense) 
carried forward indefinitely, the payment of 
income tax will be delayed for some years, and 
the present worth calculations take this into 
consideration. 


Carrying the conclusion one steo further, 
these margins can be calculated as a rate of return 


(using the investor's method), and they are within th 
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cent after tax Imperial 


that rates of return of this order are the 
minimum necessary to attract the risk capital re- 


Guired iv the exploration extort that lies in 
tie Tu purs:, 


Ghoko B BND. G 
Case Histories 


When considering the oil producing in- 
dustry's.growth potential, 


average industry 
aconomics do. Not. teli, the, ful. story. 


Contained 
within those industry averages are figures repre- 


senting a wide variety of failures and successes. 


To illustrate this point, two examples have been 
worked out 


on the basis of actual case histories 


taken from the records of Imperial O11 Limited. 


Mie, cases were not selected. merely because 
of the indicated results. 


Rather, the projects on 
which these two studies were based were of a nature 


that permitted a reasonably clear-cut allocation 
Of, costs and. resulis. Case B represents a com- 
pletely unsuccessful. exploratory venture. 


Case 
C presents a picture of a moderately successful 


venture in which an exploratory program uncovered 
commercial oil in sufficient volume to pay back 


the costs of both exploration and development and 


still leave a small margin of profit. 
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CASE B 


A Specific Unsuccessful Exploration 
Experience OL Imperiat Oli Iimived 


Mis 16 the history of a project. in which a 
block of Crown acreage was taken under reservation by 
Imperial. The Company planned a systematic explora- 
tory program aimed at finding commercial oil or gas. 
Had this exploratory endeavour yielded the desired 
results, up to 50 per cent of the acreage could have 
been converted to lease in the Company's name, with 
development drilling and ultimate marketing of the 
produced substances following in due time. The 
remaining acreage would have reverted to the Crown 
for possible disposal by sale to various operators 
OV aeedver dave. 

In point of fact, however, commercial quan- 
tities of o11 or gas were not found during the primary 
exploration program. While there were a Tew en- 
couraging signs of oil and gas accumulations, much 
more detailed work, probably taking a number of years, 
would have been required to prove or disprove the 
possibility of commercial production. Imperial 
did not Teel it could continue further with the pro- 
gram, considering that lease rentals alone would 
amount to about 2 million dollars a year. Imperial's 
rights in most of this land block have now been sur- 


rendered. 
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The maximum amount of reservation acreage 
held under this project was about 3,975,000 acres. 
The expenditures were about as follows: 


Table 1 


Land Costs 
Geological and Geophysical Surveys 3,404, 00 


Exploratory Drilling Dio ya poo 


Ave qers $6,530,000 
The above expenditures took place over a 
period .of eight years. Considering a nominal cost 
of money of 6 percent per annum and applying it to the 
progressive and accumulated expenditures to the end 


Ta) 


of the project, the total cost becomes about $6.4 
Ma anor. 

The above example illustrates the scale 
of expenditures that a primary explorer may have to 
make, often without any financial return. To stay 
in business, a company engaged in primary explora- 
tion must have large capital resources to start with 
and/or a substantial current income to support his 
exploratory efforts until, those efforts can generate 
their own returns. Moreover, he can only justify 
the big expenditures that are required if there is 
a reasonable assurance of profit. To meet this 
condition, he must be ready and willing to continue 
his endeavors so that his successes can carry his 


failures and return a profit on the combined outlays. 
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CASE CG. A Successful Exploration Venture 
of Imperial Oil Limited: Another area in which the 
costs and apparent results could be segregated readily 
was selected as the basis for Case C.. Since this is 


a currently active area, the release of actual figures 
could conceivably prejudice the positions of other 
operators working there. For this reason, the sizes 
of the expenditures have been altered through multi- 
plication by a common factor for purposes of disguise. 
Care has been taken to see that the economic results, 
which are stated in relative terms, were not altered. 
They portray the results of the actual operation to 
the best of Imperial's ability to judge these results 
at this stage. 

Case OC presents the results of an operation 
in which an exploratory program was carried on at a 
Steadily ancereasing rate Dor a period of over Tive 
veers berore the first commercial ofl production was 
found. Active exploration and development continued 
until Imperial's acreage holdings were satisfactorily 
evaluated. Total expenditures up to the time of the 
first substantial production added up to about $1.3 
millions. Total expenditures of a capital nature 
(exploration and development costs), were about 
$11.2 millions over the life of the program. This 
amounts to about &6 cents per net barrel of reserves 
acoulLred. Of this figure, about 47 cents per net 


barrel was in the form of acquisition expenditures 
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and 39 cents per net barrel represented development 
capital costs. Operating expenses are relatively 
high, averaging 67 cents per net barrel. Imperial's 
net reserves are 13 million barrels. 

On the basis of the above, total replace- 
ment costs are $1.53 per net barrel and this gives 


the following indicated results which are shown in 


ranle LL. 
Table II 
Present Worth 
Future Worth at 6% 

($/Bb1. ) ($/Bb1. ) 
Realization 2,56 Oe 
Replacement Cost VPS ss) eee 
Margin before tax eA 0.40 
Income Tax 0.40 een 
Margin after tax 0,63 0.19 


The rate of return (the rate of return was 
calculated using the discounted cash flow or so 
called "Investor's Method") on this operation over 
an estimated 30-year producing life is expected to 
be about 11 percent after tax, By any standard, 
this is a very moderate return on risk money in a 
successful venture. The primary explorer must have 
before him the hope of much larger returns on his 
successful ventures to carry the losses of his un- 
successful exploratory projects such as was outlined 


in Case B. 
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CASES D and E. Hypothetical Examples: It 
has been stated that an exploring company must norm- 
ally carry on a continuing program to achieve a 
measure of success in the hit-and-miss business of 
O11 finding. Not only must the search be continuous; 
it needs also to be carried on with a high degree 
of skill and efficiency and preferably with a touch 
Ol oo Tortime Li the conpany Ga te rlourish., The 
success of an exploratory program is measured by the 
cost of acquiring reserves. 

The range of acquisition costs is very wide. 
To illustrate how heavily these costs can bear on 
a company's future, the progress of two hypothetical 
exploring companies was charted over a period of twenty 
years from their respective entries into the play. 

The two hypothetical companies, call them Company D 
and Company E, are represented by Cases D and E 


ee 


respectively. Company D had a continuing acquisition 


cost of 25 cents a gross barrel while Company E has 
a ecquLei pion. Cost Of 75 cents a eros barrel. 

Im order to validate the Comparison, other 
conditions were made as comparable as possible between 
the two companies. Important conditions common to 


both companies were as follows: 


1. Wellhead price -- $2.50 per barrel. 
2. Royalty -- 123% of gross production. 
3. Production -- 63% annually of remaining 


MSS Sry vVeD). 


4, Operating costs -- 50¢ per gross barrel. 
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A713 
5. Average reserves per well -- 300,000 barrels. 
6. Development capital investment was assumed 

to be $05,000 per well. 

In the calculation each company was assumed 
to commence operations with $5 millions of equity cap- 
ital (each company was assumed to acquire initially 
two 100,000 acre reservations, carrying out prelim- 

inary surveys to the same total costs in the first 
two: years and drilling to Giscover-oLl angune third 
year, The initial exploratory programs: were designed 
to use about half of each company's available capital 
in the first three years). No additional capital 
Wes invested during’ the period. an. the form of new 
eeuitys and in the Pires series or talculatiLons.i no 
Hesvuance of funded debu was assumed, “However, during 
the period of development of discoveries made during 
bie early years... cach, company made use of short verm 
financing tor avold-sarservous interruption OL rexplonatony 
work while its income from production was being built 
Hier 
As the two hypothetical companies were used 
solely to demonstrate a principle rather than to 
reflect actual case histories, no capital realization 
im the form of dividends was provided for during the 
twenty-year period. Instead, all income in excess of 
requirements for operating, development, and other 
expenditures was assumed to be used in exploring for 
additional reserves. 


ei 


Th owl 
ar | _ ae 


at sentied one .008 dates & bat ag sore 


j i - i 
bomen gia srontuayies ‘kon tebe 
at ae TLS “14 Oe 


hema Mew sgn yi daes ‘tes fq bimace. ede ems 


Sia TY eo TE | ae, 42. acted 6 Olcemeon ail 


1 bones: dine Honesty “ast. sae} 


xi 
- 


panpls wieaer ‘gaan a oe wee snk] 


aay antiah f boihearnl ome mh 


LO 
rigee ; hii aaa @ Vise 


iz ey Ti b tae 


ACS MTGE See ae Bh 


t ee S:. pl ereskeisom wit yliod 
tay “ r romana paae Heit oe: ay 

Tag ieee ae a Ma i WS 
Gk bi ei err, aes _soeebetty ae ith 
syonce We st sittina't £4 Un Boas? itt) a : 


es a. 


apitone com ae ‘peau 


il 


U7 yd 


HD is 
itl 
Nini 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


(a 
Ww) 7) 


nm 
eal fl 
oe 
ry 


The usual experience is for exploration 
success, particularly in the case of an individual 
company, to be cyclical in nature even if a fixed 
annual amount is provided for exploring. However, 
in the interest of simplicity, it was assumed that 
after a preliminary two-year period, discoveries 
Seach year would be in direct proporbion to exploration 
expenditures. 

in short, this projection attempts to re- 
flect the progress of two companies operating under 
perallel conditions, but with different finding 
Soete, ~livectial practice, resuucs cou vary ‘con- 
siderably from those shown depending on financial 
DOLLGY Am Pespect Of debt financing and dividend 
payments, to say nothing of the effect of the timing 
Cl a2Scoveries during the period. 

Figure 4 (on page 65 of our brief) shows 
the progress of Company D and Company E respectively in 
Lerma OL tne 2rowtn of remaining reserves,  Pigure, 5 
(on the next page of our brief) shows the progress 
Of each company im terms of annual production, It 
will be noted that by the end of the twentieth year, 
Company D has remaining reserves of 76 million gross 
barrels, while Company E has remaining reserves of 
some 9.5 million gross barrels. In other words, 
with an acquisition cost for Company D equal to 
one-third that of Company E. reserves of the former 


company would be about eight times those of the latter 
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U7 U5 
at the end of the twenty years. The slopes of the 
respective remaining reserve curves in Figure 4 and 
the Production curves in bigure © 


5 Lilustrave that 
Company D is able to finance from its own earnings 
a rapidly 


ment , 


increasing rate of exploration and develop- 
whereas Company E, 


reinvesting all its earn- 
ings, shows only minor growth. 


i fee cetiier rave Of 
growth of Company EH has been such that it hardly 


justifies the original investment in what is predom- 
inantly a high risk enterprise. 


It is apparent from these examples that 


the future of a company with a relatively low finding 
SOs mse Preer wont y Unb mveO. 


Company D in our 
example would be in a position to expand at a much 


more rappin rate than we have shown, 


The rapid build-up 
of production and reserves would enable it to make 


use of borrowed funds and thereby expand its operations 
(at which time the underlying security would be re- 
serves in the order of 15 million gross barrels) its 
remaining reserves at the end of the twenty-year 
pervod would be some 100 million gross barrels, an 
improvement of 32 percent over the 76 million gross 


barrels it would have remaining if exploration were 


financed solely irom its own earnings. 


This calcula- 
tion was based on an interest rate of 54% per year on 


the outstanding balance of the debt which, it was 


assumed, would be repaid in equal annual instalments 


over fifteen years so that the company would be 
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debt-free at the end of the period. 

As an alternative to debt, or perhaps in 
conjunction with debt, Company D could readily obtain 
intusions of additional equity capital. Tne build-up 
of reserves of this company would under normal con- 
ditions enable shares to be sold at a price substan- 
tiniiy above that, of the original tssue used cto 
raise the $5 millions assumed as the original equity 
base. 

Company E would obviously have difficulty 
in expanding its operations to obtain results of 
greater magnitude than those shown in Figures 4 and 5. 
In tact, our calculations show that if money were 
to be borrowed, on the same basis as used in the 
iiiustration for Company D, Company E's position 
at the end of the twenty-year period would be no 
different from the original case using no funded debt. 
ine carrying cost and repayment obligations in, respect 
of the debt would reduce the level of exploratory 
activity in the later years by an amount sufficient 
to offset the short term expansion in reserves re- 
sulting from the use of the borrowed funds. 

The foregoing illustration is designed to 
show that the level of acquisition costs over the 
long term is the key variable in the success of an 
exploration company. There is no doubt that the 
growth possibilities in a company that can achieve 


lower than average acquisition costs provide the 
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incentive that attracts risk capital to the industry. 

MR. TWAITS: May I proceed with Section IV. 

IV. Development of Crude Oil Markets and 
the Economics of New Market Penetration: Prior 
sections of this submission have emphasized the im- 
portance of exploration incentive to the producing 
industry and this, of course, if affected by markets. 
The growth of the market for Canadian crude oil to 
its present expanse, extending some 2,600 miles from 
ee FaCitie coast to Toronto, is virtually @. textoook 
ease of market penetration by a new crude supply 
source. Since 1947, refinery and transportation 
facilities have been created to market Canadian oil 
at a pace perhaps never equalled in the development 
of a new producing area. 

It 18 pertinent to examine this development, 
recognizing that no other land-locked producing area 
in the world has succeeded in extending its market- 
ing area so far. The discovery of Leduc and then 
Redwater as major oil reserves established the pro- 
spectiveness of the western Canadian basin and almost 
immediately brought up the problem of finding markets 
beyond the local prairie requirements. 

The decision to move oil to Ontario, involv- 
ing a substantial price reduction to the producer, was 
the major marketing step which established the present 
competitive area of Canadian oil. This decision and 
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was only undertaken after full consideration of long 
range trends in world production and consumption. 

The creation of such a large system depended on 
guaranteed refinery demand and accompanying financial 
guarantees, plus access to future consuming areas 
within economic penetration of Alberta crude oil. 

Canadian crude oil reached its present 
orbit in the three stages outlined below. It should 
be noted that each step involved various long term 
commitments by individual companies; that the major 
crude price gamble was, and still is, the penetration 
of the Ontario market; that equitable sharing of the 
crude oll market, necessitated by conservation re- 
quirements, leaves an unequal burden on certain com- 
panies; and finally, that all these steps have followed 
@ pattern of providing access for Canadian crude: to 
markets with long term growth potential. 

In telling the story from Imperial's stand- 
point, we apologize for not adequately dealing with 
the efforts and activities of others. However, first- 
hand information from one company's files should be 
of value, and we feel that the record should be pre- 
sented in further answer to the question discussed in 
oun introduction as to the Canadian character of 
Imperial's policies. As the record is; traced, it will, 
we hope, be evident that where Imperial has had con- 
fidence in the long-range soundness of a market for 


Canadian crude it has not hesitated to assume great 
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financial risks and has repeatedly backed out imports 

of oil purchased from affiliated companies as the oppor- 
tunity to use Canadian oil has expanded. These steps 
have been taken despite the fact that to an increas- 

ing degree the Canadian crude oil has come largely 

from the wells of the many other producers active in 
western Canada. 

History of Western Canadian Crude Market 
Developments: Prairie Market: The first phase of 
amajor program to expand the markets for Canadian 
crude oil following the discovery of the Leduc field 
was the saturation of the prairie provinces market. 

From self-sufficiency during the years when 
Tarner Valley was most Drouuc vive, The prarmiuewarea 
had become increasingly a deficiency region from 
about 1940. The prairie market during the year 1947, 
when the Leduc field was discovered, required imports 
of 20,100 barrels per day of crude oil to augment the 
Jdocdl “orcduction of 19, 5004barrels: perwday.._-slt also 
required the import of 2,000 barrels per day of 
products (that is, refined products) from United 
States and shipment of 10,800 barrels per day of re- 
fined products from eastern Canada. The prairie supply 
problem at that time was one of major economic signi- 


ficance for consumers as well as the oil industry. 
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The first step in utilizing the new 
production of the Leduc and other fields in the 
Edmonton area, of course, was to displace imported 
crude oil at the Calgary, Regina and Moose Jaw 
refineries. The production was in great demand by 
all the local refineries to back out expensive 
imports and no sales initiative was required by 
the producers. It was essential to install quickly 
adequate field gathering and tank car loading faci- 
lities., Imperial Pipe Line Company undertook the 
initial task with despatch investing $5.4 millions 
by 1950, a figure which has since been almost doubled, 

The speed with which Alberta production 
backed out prairie crude oil imports and supplied 
expanding refinery capacity is illustrated by the 
following table: 

1947 1948 1949 1950 1957 


(thousands of barrels per day) 
Prairie refinery runs: 


Denadian crude = — = 2675 31,0 54.6 74,0 152.38 
Lie ere Oites Bae et OO a Lt aS <6 = 
Vorimcruudeurinies we —i@ ! 8G-60°45.6 57.1) “72.4 15133 

Products rrom U.S, 
anidlensrerm, Cogedanees. WP lhtO- Bl 6.45.0 4.0 


1. The foregoing table also indicates the 
second phase of saturating the prairie market which 
was to displace product shipments into the area from 
the United States and eastern Canada. By 1950 new 
refining capacity, built for this purpose, raised 
crude requirements by 33,800 barrels per day. The 


growth of the local market was so great, however, 
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that it exceeded local refinery supplies by 8,000 
barrels per day of products in 1950. There is now 
ample refining capacity to meet the current prairie 
demand of 145,000 barrels per day. The 1957 imports 
are mostly aviation gasoline and specialty products 
not available from local refinery production. 

This prairie refinery expansion program was 
a major industry undertaking involving capital ex- 
penditures since the discovery of the Leduc field 
of between $180 and $200 millions. Imperial's part 
im GHis program involved buliding new refineries in 
rapid sequence at Edmonton and Winnipeg, and expand- 
ing materially the capacity of the Regina refinery. 

The most dramatic step was the movement 
of the war-built Whitehorse refinery down the 
Alaskan Highway for re-erection at Edmonton. The 
iitial cost or tile plant was tel). / mitlions,.. It 
was soon expanded and now has a capacity of 28,500 
barrels per day, representing a capital investment 
of $34.5 millions. 

The Winnipeg refinery made a major contribution 
toward expanding the market for Alberta crude. It 
displaced the movement of historic Ontario products 
into eastern Manitoba. This plant cost initially 
$9.9 millions and has been subsequently increased to 
a total capital investment of $15.3 millions. Addition- 
al capital expenditures of $12.4 millions have been 


made at Regina and $17.4 millions committed at Calgary 
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since the Leduc discovery. 

Imperial also leased the old North Star 
refinery at winnipeg and financed the $300,000 cost 
of adding to its capacity pending the completion 
of its Winnipeg refinery. Imperial undertook a firm 

crude oil commitment to provide the supply assurance 
required to justify the building of a new refinery 
at Edmonton by McColl-Frontenac, even though crude 
reserves were not then proven to support this commit- 
ment. All this added refinery capacity resulted in 
more residual fuel production than the market could 
accommodate. To cope with this situation, Imperial 
undertook to bear a substantial part of the railways! 
cost of converting coal-burning locomotives and a 
Major locomotive conversion project was carried out. 
The saturation of the prairies could not 
have been accomplished without a pipe line eastward. 
As an initial stage and in a time of acute shortage 
Of pipe rolling: capacity, plans had been made to start 
the line eastward as far as Regina. On the basis of 
a firm order for the maximum diameter pipe that 
could be rolled at Welland, Ontario, at that time, 
a new pipe mill was constructed and 16-inch diameter 
pipe produced. With the later decision to carry the line 
to the Great Lakes, this pipe was installed east of 
Regina as far as the United States border. 
Ontario Market: The Interprovincial Pipe 
Line Company's project to reach the Ontario market 
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nd bole 


was made feasible by Imperial assuming substantial 
financial obligations. Imperial had to guarantee by 
throughput and deficiency agreements both the interest 
and principal on the original debenture and bond issues 
totalling $89 millions. In addition, at the specific 
request of the financing group, Imperial subscribed 
to one-third of the common shares and convertible 
debentures originally issued by Interprovincial . 
subsequently it contributed the same proportion of 
the additional funds raised by equity financing in 
1953. In all cases, Imperial paid the same price 
as the public. Imperiail's total direct investment 
amountsto $14.6 millions in addition to the under- 
lying. guarantees. 

imperial also buliv three larce lake. tankers 
designed exclusively for this trade. Two were financed 
by bond issues of $8 millions guaranteed by Imperial 
and the other by a cash investment of $4.2 millions. 

In order to promote the use of Alberta crude 
by other refiners in Ontario, Imperial entered a 
5-year contract with British American Oil Company to 
supply 3 million barrels of Leduc crude oi11 annually 
for delivery to its Clarkson refinery. The commitment 
was required to justify the construction by British 
American of a large lake tanker to carry the oil from 
Superior, Wisconsin, to Clarkson and required Imperial's 
guarantee of crude priced low enough to compete with 


Illinois crude from Toledo. Imperial also made a 10-year 
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commitment to supply 15,000 barrels per day of 
Redwater oil to Canadian Oil Companies Limited at 


a delivered cost competitive with Illinois oi1 at 


ie) 


sarnia, the main purpose of the contract being 
enable Canadian Oil to build a new refinery to use 
Alpenta crude rather than Imported, epude oil. 

In order to curtail the use of imported 
crude oil purchased from Imperial's affiliates for 
delivery. at, Sarnia, it was necessary to construct 
a large tank farm at Sarnia to accumulate supplies 
for the closed navigation period. The new tankage 
and dock facilities at Sarnia cost $6 millions. 
Much higher investments for tankage and additional 
tankers were scheduled when, toward the end of 1952, 
the rapid growth of .crude reserves resulted in a 
reappraisal of the tanker program. Asa result, Ut 
was decided to halt the tanker and tankage construc- 
tion program and, instead, arrange with Interprovincial 
to extend its line from Superior to Sarnia in order 
to bridge the water gap on a year round basis, 

The growth of the Ontario market and the 
extent of its supply from Canadian crude are indi- 


cated in the following summary: 
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rude Oil. Runs at. Ontario Refineries 
(thousands of barrels per day) 


Imports Canadian Total 
1950 ---- 60.7 - are eis 
19 Salis Pee 43, 30.0 rey s 
1952 ---- (eS 47.6 B4.9 
SIGS SRS Racer a 6 30.3 aie 103.5 
0S Np ee on 97.3 12754 
1955 ---- 26.6 107.0 133.6 
1956 - - - - 25.3 431-9 157.2 
1957 ---- Oy ck LAY. Wh 158.8 


in addition. to curting Cnterio crude 
imports by 47,000 barrels per day since 1950, the 
runs of Canadian crude have grown by an additional 
90,000 barreis per day due to the installation of 
new refinery capacity. Imperial's investment in 
additions and improvements at its Sarnia refinery 
since 1950 totals $51.8 millions exclusive of 
tanks sand docks for erude oi... 

The extension in 1951 of the market for 
Alberta crude to Ontario had important economic 
Sleonaiicance Lorewesterneproducers and consumers. 
Once the throughput guarantees were made and the 
facilities installed, the prairie production was 
permanently committed to a price that would meet 
whatever competitive forces were encountered in 
the Ontario market regardless of more attractive 
markets that might develop elsewhere. 

This basic. fact resulted in a prairie 
crude price structure much lower than would have 
applied had the market not been extended beyond 
the prairie provinces. Thus, the Leduc crude price 


drop on reaching Ontario was 44 cents per barrel. 
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United States Markets: ‘The construction 


of the Interprovincial line to the lakehead and 


wl 


its subsequent extension through Michigan, provided 
an economic basis for extensive selling efforts 

and negotiations to promote the use of Canadian 
erude oil along the pipe line route in the United 
otates. 

Imperial entered long term supply con- 
tracts with Lake Superior Refining Company and 
International Refineries, as a result of which 
their respective refineries at Superior, Wisconsin, 
and Wrenshall, Minnesota, were constructed. Later, 
as a result of discovery in Saskatchewan of crude 
oil of a quality not readily marketable in Canada, 
a pipe line was bulls by others in the industry 
from Clearbrook, Minnesota, on the Interprovincial 
line to supply a new refinery at St. Paul, Minnesota, 
designed specifically for the use of this type of 
Saskatchewan oil. The completion of this line made 
1t possible for any grade of Canadian crude carried 
in the Interprovincial system to be delivered to St. 
Paul refineries. The growth of the export market 
in these areas is shown in the following table: 


Exports to Central United States Refineries 
(thousands of barrels per day) 


Michigan Lakehead oben taut, otal 
9 pM ata al 7 abe, - 29 
2S Ym Neel onal at ae “ eae 
oe ~ 6.0 - 6.0 
1954 - - - - 3.0 : 3.0 
anor es 2 fiens et Bai 
1956 - - - 4.7 15.4 26.¢ 46.8 
co (= i) 14.9 37.2 56.6 
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Pacific Coast Market: Even before the 


extension of the Interprovincial line to Sarnia, it 
was recognized that with Alberta oil priced to be 
competitive with imports in Ontario, there was a 
sound basis for believing it to be economically 
attractive to refineries in the B.C. and Puget Sound 
area. A number of large oil companies interested in 
such a proposal jointly studied it over a period of 
several months in 1950-51. At the concluding meeting, 
considerable reluctance to proceed with such a risky 
venture was expressed but Imperial decided it would 
Support a pipe line from Edmonton to Vancouver even if 
none of the other companies were interested, 
subsequently, several other companies agreed 
to support the venture and Trans Mountain Oil Pipe Line 
Company proceeded with the line. Imperial subscribed 
to 8 2/3 percent of the common shares issued, which 
is still what we have, investing $1.3 millions at the 
public price. The bulk of the funds to build the line 
was raised by First Mortgage Bonds secured by deficiency 
agreements of the few large companies sponsoring the 
venture. A total of $65 millions was raised by a bond 
issue in 1952 of which 54.178 percent was guaranteed 
by Imperial, Later, borrowings were increased to 
$101 millions, of which Imperial's deficiency agreement 
covers over $41 millions. 
The forecast demand of the British Columbia 


arket was just about sufficient at the originally 
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contemplated tariff of 60 cents per barrel to 
service the debt incurred to finance the pipe line. 
For this throughput to materialize, however, 
required a major expansion and modernization of 
the industry's three Vancouver refineries to back 
out the substantial imports of petroleum products 
needed by the growing market, In Imperial's case 
the projects at Ioco involved capital expenditures 
of $21.4 millions since 1951. 

It was hoped, however, that as in the case 
of the Interprovincial line at the lakehead, the 
construction of the Trans Mountain system would 
attract new refinery capacity, this time in the 
Puget Sound area to take over a portion of the sub- 
stantial market in the Pacific north west, then 
supplied by products from California. General 
Petroleum, Shell and United States Kefining Company 
built refineries there and Texas Company has a new 
plant under construction, 

When the General Petroleum refinery 
was completed, it was learned that it was to operate 
in large part on Venezuelan crude. In onder to 
secure a continuing outlet for Alberta crude oil, 
Imperial negotiated agreements with General Petroleum 
and Socony Mobil under which Imperial purchases, and 
continues to purchase, 11,500 barrels per day of 
Venezuelan crude from Socony for shipment to Montreal 


or Halifax, and General Petroleum Company buys a like 
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olume of Alberta crude for shipment to Ferndale, 
This agreement is still in effect. 

The outlet to the west coast in early 
1957 exceeded all previous forecasts as a result 
f the disruption of normal transportation routes 
caused by the closure of the Suez Canal. The re- 
opening of the Canal and distress tanker rates have 
been equally disturbing in the opposite direction 
nd the current market for Alberta crude on the west 
coast is depressed. The historic development of this 
narket Is Pilustrated in the following table: 
Deliveries of Alberta Crude to West Coast Market 


(thousands of barrels per day) 
Vancouver Puget Sound Tankers Offshore Tota 


1953 ---- TS ~ - ies 
205 eas. 5505 AOS Le) - UO., 2 
1955 --- - EVN 2009 ~ 3,6 
Nos) ue ee 55.9 52.5 Be Ae: 125.4 
aay fan Bree at 19.6 155.2 


THE CHATRMAN: Am I correct in assuming no 
Saskatchewan crude goes to the West Coast? 

Va UWA eS nace Cer reGiy, Sir, 

3. PRINCIPLES OF MARKETING DEVELOPMENT 

AND EXPANSION: The expansion of markets for Canadian 
crude which we have been discussing illustrates the 
basic principle that on the competitive battlerield 
of crude markets the advantage of a given source varies 
Girectly with the relative length of the lines of 
supply of competitive sources compared with the 
length of its own lines of supply to the market. 

This means that the price in the fringe market less 


transportation to the market establishes the price 
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at the wellhead, 

Therefore, the incentive for market ex- 
pansion for western Canadian crude oil, as well as 
the incentive for exploration and development, depends 
in substantial measure on the extent to which our 
transportation network is competitive with those of 
alternate supply sources. As a simplified method of 
bringing out the relative advantages and disadvantages 
of various markets for Canadian crude, it 1s interest- 
ing to review the basic distances involved between 
supply sources and markets. Individual cases may in 
practice be modified by the specific transportation 
facilities available or by short-term variations in 
items such as tanker rates, but in géneral the basic 
conclusions as to the relative attractiveness of 
various markets will not be affected, 

In the interior part of the North American 
continent the competition which Canadian crude meets 


is from United States crude oil. 
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TABLE I 


DISTANCE FACTORS 


Internal Continental Crude Oil Markets 
for Canadian Crude 


Distance in Miles from: Canadian Crude 
Market Edmonton U.S.Mid-Continent*Advantage Disadvantage 
(Drumright, Okla. ) 


Mamontor, ~§ (yet. 1,600 1,600 

Regina LUO Nlrakere: (20 Sy 
Lakehead OO TAS Ree 355 
Sarnia L740 890 See 850 
Chicago 1,436 620 : 816 
Toledo O80 735 ree ie ae B45 


* United States Mid-Continent taken as representa- 
TiVe, weitice other crudes such as Pitmois nor- 
mally bear a relation in price reflecting the 
differences in distances involved. 

Table APsshows the relacive “drsvances Trom 
representative competitive crude sources in western 
Canada and the United States to these interior 
continental markets. The reason for successive 
Ori ce reductions in Canadian crude as the market 
has expanded farther east is readily apparent 
from these relative distances. The disadvantage 
for Canadian crude in the fringe market of Ontario 
is reflected in the lower price obtained at the 
well for Canadian crude as compared with com- 
etitive United States crude. 

When markets accessible to crude oil 


noved by ocean tanker are considered, a different 


competitive basis is involved. Here the competition 
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to be met is that of the low cost off-shore crude 
from Venezuela and the Middle East. (The higher 
priced United States crude o11 no longer represents 
the competition which must be met in these areas.) 
In Table II the equivalent relative dis- 
tances from these various sources to certain sea- 
board markets is shown. Since some of the dis- 
tances are overland and some are by sea, it has been 
necessary to convert the mileages to equivalent 
distances for comparison. For equal distances, 
pipe line transportation via large diameter pipe 
lines costs two to three times as much as trans- 
portation by super tanker. For purposes of this 
comparison the tanker miles have been divided by 
the minimum factor of two in expressing the total 


distances in equivalent pipe line miles. 
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TABLE II 
EQUIVALENT DISTANCE FACTORS 


Seaboard Continental Crude Oil Markets for 
Canadian Crude 


Distances in Miles (In Equivalent 
Pipeline Tanker Total Pipeline Miles) 
Rquiva- Canadian Crude 
T6eny Pipe “Adv. Disadv. 
line Miles 


Puget} Sound Market 


From Edmonton 700 700 


jenezuela Peer SOULS naOe 1,800 aes 
Hiersian Gulf oes. te, OOO (S400 4.700 eee 

san | ancisco Market 

Front Edmonton 700 S00. 14100 eanltae : 
enezuela nee He OO) Fea 1,000 ee 
Hersian Gulf Sie pe a (OOM Da oC 4,450 Saat 

yess Market 

Front Edmonton Py OU aes 5 300 ah) rae ee 
lenezuela . 200 20004 2200 Ren ee eo 
Hersian Guif ev Oy 2000 te ieag 1,850 


It will be noted that on the west coast 
Canadian oil has a marked transportation advantage. 
Middle East crude, however, because of its lower 
well price remains competitive in these areas. 
On the eastern seaboard, as exemplified by 
Montreal, Canadian oi1t has iost most of its 
transportation advantage against Middle East crude 
and is at an actual disadvantage compared with 
Venezuelan crude. The significance of these 
figures is that they demonstrate that Canadian 
crude's competitive position is relatively 
Speaking better by two to three thousand miles 
on the west coast than at Montreal. In other 


words, competing against the same crudes, wester1 
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Canadian oil is much better fitted by basic lo- 
cation to fight for the market on the western 
rather then the eastern seaboard. 

The distance figures in the above tables 
are merely a simplified manner of bringing out 
the competitive position of Canadian crude in 
certain markets and the reason why it is generally 
accepted that the interior continental and west 
coast markets are preferred outlets for Canadian 
crude oil as compared to the Montreal market. 

How these considerations and the several 
programs of expansion which have resulted from 
them have worked out in practice is illustrated 
imathesinsert: charts. which follow: Chart. 1 
summarizes the build-up over the years since the 
discovery of Leduc of the various segments account- 
ing for the total Canadian crude market. Chart 2 
shows a further breakdown of the data for the past 
few years so as to bring out the quarterly varia- 
tions from the annual averages. 

---(See pages 19 and 20 for Charts 1 and 2). 
V. THE CURRENT DECLINE IN 
CRUDE OIL MARKET 

During 1957 production of crude petroleum 

in Canada suffered an interruption of its long-term 


growth trend. This trend, which showed substantial 


year-to-year production increases since the 
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discovery at Leduc in 1947, and registered a 6 per 


cent increase for 1957 over the previous year, had 
turned downward by the third quarter of last year. 
Indications are that these lower producing rates 
are continuing in the early months of 1958. There 
are a number of reasons for this current slump. 
Petroleum today supplies approximately 50 
per cent of Canada's energy needs. It provides the 
motive power for three-quarters of our entire 
transportation facilities, fuel for about 40 per 
cent of our residential and commercial heating and 
4&4 similar percentage of the total energy required 
for industrial and other purposes. With the in- 
creasing use of petroleum in our economy it is 
Natural that cyolical business trends intiuence 
the demand for petroleum products, Thus the down- 
ward adjustment in Canadian business activity, which 
began in the summer of 1957, was reflected in 
petroleum requirements. 
Petroleum was not alone in this decline. 
An analysis of various business indicators reveals 
a Similar, and in some cases a more pronounced, 


decline in economic activity. 


A CC DDL: ALLE AIR 


| 
| 
| 
| 
. 


a) 
Mie 
) 


“uaa we Pew ” 
et Shed hme } + i Kis 
; , ” Fa ia 
wn bar wd ) * oe 
i ye vay - 7 ay 
= Pot i? a ed wos S!) Ba Sgt 5 Oe: 4a 
{ meta: , cy weatrr te , my : 
Re vey | ~ oe AeA Ki ic Cee ‘ Sie waa me 
: oy CO ee } : 
s ‘a 7 t — t ri see + , 
7 > ; ns ; : 
f ; : ; 
“a — _ c . =f 7 a. emal ae ® hare Nj 
(Oo ag" O° £8 (is af rd a ‘SwoOwoo Hey Ti 
‘ He ote . a3 p : ; 
; Ji aia 
F 2 
. F ; - : } i te lt _ a. web 4 oe J ib T ! 
LOA OUTS a 37 Pet te rye: noe SIU ES i ft, ; 
: 
i) 
whol (> "oF 5 é 7 4 
‘ : 1 ow f v Ss hii q iomtoo, SAf. { 
“ % : 7; 
+e > } 
fl Ai "7 ’ 
Lass: Aa eee y at a Gift" 3 FEA { 
% fom eh ee ed TT , 
) Pe 0 } Ci ewey 7 j a! 4 
* «@ = i ” 
Ma i 
i ; n f #8, gael 
ue : Me i) oe i td : as Pas 0S 
; C FE, 
t aes 
: ore rt, f H ery ay PP Out 
\ site ee ee 2 a iiealne 
i Qe CO Pe on. eee ee oC - rt Le ae 
he inked Met ad 34 i a ae ahs ‘ 
~ Pa 
y hy r at = oe ae A wt 
fy ‘van we ‘ re § j 4 vilza 
mos . 
eee Oy 
a io! + THA LHS Ss 
‘ ¥ s . ; my 7 
i - i bowl Ps 4 ry 
¢ « | comers ao yee “ Phe 7 I tf ——_ + 
Eras an an ak: 2 eae 7 7 
eee . 
oa ae 
4 3 mia a ~ oo 
c Been at a % he! he \ ‘ mp we Cd 
f ra ahifics By 
’ ee 
an we 
r vs ee : F i 
' é Lt ere Same 2 ee . 
” \e = 
aval yp 
ag Me 
. Ke ey ae 
f = | t ii i oe : / *) } ‘iv 
Ree 
yes ce ree M 
2 ‘ Wer tg 
al do Si] iu} ’ -— >> «* “ 
\ a * 
; > i ’ ee . 
Pha 4 } 3 j ts. 2am ir 
ate z 
Arr 4) 4 / er r 
ams Ife POEL OPIS Bee 
i i i , ' q ( mel 4 Ps: Pe 
. Ste ws 
oan ine ch . 
ve 7 if we 
( > we . i ‘ : h 
ow i a ‘a Ni} z t Tks Se a y } °) i] } = | 4 Bl ts fT ” 
; ines i 
A xe i: 
Pree PE dine f of: A @" 
a : " - _ 
ae in peeahie io ae rr ae ais wet Tif nf er 
via sion f& Coaed SMes Of Wie - EBL tinea 
ot f i 7 7 i 
} ; a Se ES : 
' Peo 


- eo 
_ 


mm _ 
7 i 5 


ab : 7 7 a ies i} v4 ‘ ; _ 7 
ERE at ovbed oe yreeeehd 
eect eine’ ie ; | ‘7, ‘ai ‘¥ 


rVeyoes CLO? 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 4766 


BUSINESS INDICATORS, By QUARTERS 


Percentage Increase or Decrease, 1957 -- Over 
Similar Periods - 1956 


Let Quare Cnd Qua. . 4rd Quar : 
ist Quar. 2nd Quar. 3rd Quar. 4th Qua 


Inf@ex of Ind.Prod. 44g + 1,5 1.5 —H 9 

Durable Goods rug tid: 8.0 —-10,3 
Steel a ei rr ah) a a —~19.9 
Ragtlway(Carloadings) ~5.6 ~9.9 8.3 ~- 9.2 
Moftor Vehicles #138.9 19), 4 18.5 — 29.6 
Nefsprint + 3.3 + 3.4 we 1,3 — 10.1 
Lumber or ~~ 6,0 —- 13.5 IESG: 
Crihde Production 15.0 + 27.8 4- 3.3 —~—- 16.7 


These recessionary influences affected in some 
degree the demand for petroleum products and in 
turn production of petroleum in Canada during the 
Lhatcer part of 1957. 

Secondly, it became clear late in 1957 
that petroleum product. inventories had meached, an 
MNSebLSreccOreiy high ievels Inventories main- 
tained a satisfactory relationship with product 
demand during 1955 and the first half of 1956. 
However, during the last half of that year product 
inventories increased more sharply than demand. 
Thigestabe sot higher. thad normal, inventories in 
relation to demand continued through on or 4957. 
When it became apparent that demand was declining, 
liquidation of surplus inventories. became 4 neces- 
SLGY » This reduction of inventories was reflected 
in lower crude running at refineries and lower 


crude petroleum requirements. An analysis of this 


problem indicates a continuation of inventory 
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liquidation during the early months of 1953. 
However, once this has been accomplished to the 
satisfaction of the individual refiner, refinery 
runs will again bear a more direct relationship 
to product demand. 

Weather has a direct influence on the 
demand for Canadian crude oil. In recent 
years there has been a sharp shift to automatic 
heating with oil in Canada. Oli has provided 
the source of heat for virtually ali of this 
growth because of the unavailability of gas in 
many metropolitan areas. Heating oil demand is 
related to the weather, to new housing construc- 
Ton, 200 to The conversion (oo oll verom-otier 
fuels. During 1957 the weather in Canada was 
6 per cent warmer than the year previous and 4 per 
cent warmer than normal. More important, in the 
heating season September, 1957 through March, 1950, 
the weather was 5.6 per cent warmer than last year 
and &.1 per cent warmer than normal. This 
warmer weather had an unfavourable influence on 
the demand for Canadian crude. 

With the introduction of natural gas 
in many of our metropolitan centres oil is now 
facing new competition in the home heating and 
industrial markets. 


These then are the principal domestic 


a factors which have influenced the demand for crude 
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petroleum in Canada during the past few months. 
To a large extent they are beyond the control of 
the petroleum industry. 

There is one additional factor that is 
affecting the demand for petroleum during this 
spring. nuefineries require periodic shut-downs 
for maintenance inspection and repair, to provide 
continuing efficient and safe operation. These 
periods are called “refinery turnarounds" and 
usually occur every 12 to 16 months. They last 
about a month to six weeks. During these turn- 
arounds no crude oil is processed and thus the 
purchasing of crude oll is reduced. The indi-~ 
cated scheduling of refinery turnarounds in many 
areas of Canada this spring will adverseiy affect 
STrude DLOadUucGLon, However, this could speed 
inventory corrections, so that subsequent crude 
processing would offset this temporary decline. 

Some of the factors which affected the 
domestic demand for Canadian crude also affected 
the external markets for Canadian crude in the 
mid-west and Pacific north west area of the 
United States. The business recession in the 
United States reduced petroleum product re- 
quirements to the extent that there was no growth 
in United States domestic demand last year. In- 
ventories which had been carried in anticipation 


of a continuing high market demand suddenly 
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became excessive, necessitating liquidation. The 
inventory problem was further complicated by ex- 
cessive stocks which had been built up in many 
areas during and after the Suez crisis. 

As soon as the Suez crisis was settled, 
normal supply lines were restored but before sup- 
plies could be fully adjusted United States Gulf 
coast refiners were left with excessive inventories 
of product, Warmer weather in the winter season 
of 1956/57 in the eastern United States further 
added to the problem. With a reduced demand in 
that country, high inventories continued and United 
states crude production declined. The sharp drop 
in ocean tanker rates which followed Suez made it 
possible for low cost foreign crude to move in 
increasing guantities into United States coastal 
markets and replace to some degree United States 
crudes, thereby further shutting in United States 
production, The combination of these factors 
resulted in the establishment of voluntary import 
quotas on foreign crude moving into the United 
states, first into the eastern part of the country 
and later into the west coast. The same inventory 
and market factors which led to the establishment 
of crude import quotas in the United States have 
contributed to a decline in the current Canadian 
crude requirements of United States refiners. 


Because of these overriding market considerations, 
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demand for Canadian crude has so far been insuf- 
ficient to be limited by import quotas. 

During the Suez crisis Canadian crude 
production was temporarily inflated by the movement 
of Canadian crude to the California market. This 
was made economic by the shortage of ocean tankers 
at that time and the resultant high tanker rates. 
When the Suez crisis was settled ocean freight 
rates declined sharply and, coupled with surplus 
low cost foreign crude, made Canadian crude no 
longer attractive to refiners in the California 
market. 

fous cne decline Gn Canadian erude oro-= 
GUCTLON during the Jdatver parvy of 1957, 4nd early 
1953 was due to a number of factors many of which 
were prevalent worldwide. 

It was not, as some have suggested, due 
to increasing imports of foreign crude petroleum 
and products into Canada in 1957. Crude imports 
into eastern Canada totalled 306,000 barrels pr 
day last year, an increase of 14,000 barrels per 
day over the previous year, or approximately 5 per 
cent. This was about equivalent to the total 
increase in domestic demand for petroleum products 
during the year and ws due in some degree to in- 
creased crude requirements for the expanded Halifax 
refinery to replace product imports. Thus, this 


increase was offset to some extent by a decline in 
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product imports of 4,000 barrels per day during 
1957, to a level of 95,000 barrels per day. Some 
of these product imports are necessary for two 
reasons. They are required to supply products of 
a kind not manufactured in Canada. secondly, 
Since heating oil demand in relation to gasoline 
demand is greater in some areas than can be pro- 
avecu rom CYruce process nes Uy a Neceasary If 
these areas to import middle distillates and heavy 
fuels. 

In summary, an unfortunate combination 
Or Gircumstances, ail acting in the “same ‘direction, 
have brought the current production ot Canadian 
crude to an abnormally low level. Many of these 


faccors are not basic but cyclical and random in 


nature, and thus temporary in their effect. 
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VIL. OIL PIPE LINE FINANCING AND 
REGULATION. In considering questions of pipe line 
financing and regulation, a clear distinction must 


pine Line and. the: ‘oil” 


be made between the "gas' 
pipe line. The trunk gas pipe line is a monopoly 
which purchases, transmits and sells gas (a usable 
finished product) on long-term contracts. Continuity 
of operations is thus secured by long-range commit- 
ments of supplies and sales extending perhaps for 
20-25 years. Also, the sole transportation medium for 
cas 26 tne pipe Line. 

On the other hand, the oil pipe line is 
& Carrier only, and not a purchaser or seaiierrvot 101k. 
Crude oil (a raw material) is purchased by refiners 
who normally can make only short term commitments 
in order to maintain flexibility of supply against 
changing supply sources and changing demand, There- 
fore the oil pipe line is simply a specialized form 
of transportation, competing with other methods of 
moving liquid petroleum and with other sources of 
petroleum, 

This discussion pertains to the oil pipe 
line, particularly in the transmission of crude oil. 

Transportation cost is an extremely im- 
portant element in the final cost of petroleum products. 
it is a key factor in the competitive position of the 
producer, refiner and marketer, representing 20-25 


percent of the delivered price of petroleum products 
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to the consumer, Pipe lines represent the most 
economical means of land transportation where volumes 
are sufficient to justify the investment, Substan- 
tial savings are then available as compared with 

less specialized methods such as rail or truck. 

The reduction in transportation cost varies with 
volume, length of haul and the transportation 

method displaced. 

Producers may for instance, secure sub- 
stantially higher wellhead price if pipe line move- 
ment can be utilized, rather than truck or rail. 
Similarly, refiners utilize pipe lines wherever 
possible for movement from refinery to distribution 
terminals. In short, the pipe line represents an 
operating facility. and the producer or réfiner 
cannot wait for outside capital to initiate a pipe 
line project. The pressure of competition to reduce 
transportation costs is the basic stimulus forcing 
tAbeO le tndisury 1nvo. bulidins and operating tines, 

Physical characteristics of oil pipe 
line operation bearing on this subject can be 
summarized as follows: 

1. lt de Tixed in seographical 2ocation 
and cannot be shifted with traffic pattern changes. 

2. It is a one-way, one-purpose, facility. 

3, It deals with a few customers whose 


refining operations can be substantially affected 


a by the pipe line operation, 
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4, The capital investment is large and 
almost entirely employed in fixed plant. By 
corollary, total operating costs are relatively 
inelastic to volume since interest and deprecia- 
tion charges form a substantial portion, 

FINANCING: ‘The specific purpose of the 
Oli pipe Tine and 10s pavsical’ character sc es 
mainly determine tne method of financing. Histori- 
cally, for reasons noted previously, individual 
oil companies have built and owned pipe lines as 
they would any other facility in their operations, 
In recent years, however, the trend toward greater 
distance and larger diameter pipe lines has involved 
capital investments and throughputs much larger 
than any single company could undertake, Joint owner- 
ship has therefore evolved. 

Public participation in pipe line fineanc-— 
ing in Canada was initiated by Imperial at the time 
of the Interprovincial Pipe Line development, The 
hope was to secure widespread participation from 
the individual investors in the equity financing of 
a project new to Canada and to Canadians. 

The Torm of Yinancing of large -ofl trunk 
line systems has logically developed to fit the 
characteristics of the operation. The normal financ- 
ing pattern has been to borrow as much of the 
capital requirements as possible through bonds or 


debentures supported by oil company throughput or 


— 


ween, cla rei a 


| 


a 


. be | 
hivibar’ “wikpebeded Soba enokeen Sot Wylie 


8 : 4 Sie 4 i ae ‘ : ole a4 
iy the Palesait: st Rae ae eet eee ant 
ys LS nt ; 7 : Ree th tae eine iy HI il Sf oh Ake cnet. 


fo es - AY ; a ty 


oo To Moa BR oad vend Sacto 
“ote, ead re aware alah aeog bs: ati ie Webee 


10 “ayadiguon 


Va 


1 ‘ 1 43, 
ae be of ' Pas ee ie € 
fav ota BSEGS ELS  LRIOT 08 orn} tos0% 


give elent  § 
Pa P 7! 


‘ . ore a : 7 : 1 
, Se he ee as Pid axe oy ep Ce wl gy 4 Ae a ia Ane s ry * 
i .) a. ry Or a al who Wt ke hew Se an ae Pos Be at RAM mre Na ! 
‘ qr : s - rr -) wy 
n) © bd ) ; fe) ele oo ee eel 1 Rc 


ms - 
‘ ae us j “4 ! \ r hy ee 7 = rs 
if} es i Fy TR a ‘ft i ey cr j i oe { fi me | a LO 
ae | 
aon : ‘ ef pes 
j oe tery . ar sy ry ‘ele He itimied 2 Vii [ 


‘ > ~ , ‘ , “ 
sige Me AGUS See epee os oy on ere = a 
sry tl I i rps en Rv) © en ,e i} li Ova TRON ~ = ay he 
ys 
tA oe yal a - ee F ad 
See oie Ry SL Peek EY Fae F me wee RI Ww Ate 
ene ea ity ue Pose err -: Weer fy ee = OTS Oo % nse ft bs. at EW Tol } 
AAT ys Ss Ay Pa, ’ ‘ , ’ : Sete oc eae 
rs an 
ae 1k car - : 6 ay ane See are (J A 
) pre's = ; an ¢ pt id ge 7 gio Gs i n 4 
Ke 
a [> 
“ 
i ri = ~~ q 
t : ae ; < te A | (ei. nal |) elt ew *h ; 
a on ’ : 
4 
ig a ’ 
e a 
7 i % AS i a eo ha I? oe a 2a) 
" : red . <4 r t 3d Ved : ey Leis 
*” j , 
¥ t ce) r ws uy » ae a 
‘| “ * ‘ [ 4 Ril t A aft te ‘TS ft a 
, 4 s 5 oe pe rine ee 
. 0 ogy - 
aa 
I : nf, Byte 
. } f : ) at ‘ iP et 
oy 
oe 
ot 
; 
‘ 


eo). oy big” } " my Peat , ’ ePrize rny Pans ise 


pad By 

ae F os ‘ ’ ‘5 ¥ P oe % 
Tamggiavas ohh fetsncvorgietal eit 26 
7 7 Bos * 3 aie: 
; ere ty eet , 
a 
: a ee ta t ~ ie a ia a f 
ret 7 In Priges | eres APS ES fb : eb a Seer y. Lin tow oS [Orr 
7 ¢ a ss ee y eee 
SS 


“~ a dy hn aia ’ ; o <a 
oe fa E a Cane hg? # os 
ny ‘ a) ‘ 
‘ A AS re ee eee fs. EY 
” 4 2D s " hea Uy th 2 <1 3 
“ ar i Pha) ees i JR * ster 
‘ 
eae Cy “” ‘ ‘. 
Bie - <p mam Pry 4 
My th a 9% c “i +8 Satteed shat ta ereh - 
at 


J2t 6d Seqsleveb “fi caine ene iat 
my of - he =) dae ae fy ye St i hee 


1D rig 


3 a os 
‘SH - une ateqonmds 


20.89 cd pers 


“eS FG a ey Fi _ 


? 


ivy 


-— 


oh 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


deficiency agreements. Thus debt financing is secured 
at a relatively low interest rate and the resultant 
leverage on the equity capital has been attractive 

to the investor. 

In summary, the pipe line must be 
recognized as a primary facility to the producer, 
refiner and marketer, having developed to meet 
operating needs, It serves the same purpose as 
the tanker, the tank car or truck, and to this ex- 
tent 1s not a general carrier. 

Financing therefore cannot depend on normal 
entrepreneurs or independent investor action, Initia- 
tion should come from the industry and financial 
structure depends on the physical characteristics 
of the project, vis-a-vis the investor's require- 
ments, These involve: 

1. The large capital amounts required; 

2. ‘The return on total investment is 
limited by the pressure to minimize transportation 
GOSS; 

3, Because of (2), financing entirely by 
equity capital is not possible, and 

4, Because of its specialized service, 
outside financing is not possible without throughput 
or deficiency guarantees that can only be given by an 
oil company. 

PIPE LINE REGULATION: Regulation and 


control of private enterprise in a free economy 
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is presumably designed to guard the public interest 
where there is a clear danger to such interest. 
Since oil prices are limited by competition, and 
the oil pipe line is a means of minimizing trans- 
portation costs, the public interest in the operation 
of oil pipe lines could be confined to safety, 
public nuisance, etc, Nevertheless oil pipe lines 
in Canada are under regulation by both provincial 
ano Lederal government tecistation, This discussion 
pertains only to federal government legislation, 
and in particular the Pipe Lines Act, Ris.C. 1952, 
cap. ell. A more detailed examination of this Act 
iS inciuded in Appendix D supplementing the 
following general comments: 

durplediction: ‘The ripe Lines Acu and 
other federal legislation define federal control over 
interprovincial pipe lines, and federal jurisdiction 
has been interpreted to include all pipe lines 
connected to interprovintla: systems. Thus, if 2 
flow-line from a well crosses a provincial boundary 
or a gathering system in a pool connects to an inter- 
provincial system, it is considered to be within 
federal jurisdiction. Theoretically all companies 
operating such pipe lines would be required to have 
a charter granted by special act of Parliament and 
be removed from provincial jurisdiction. This has 
brought direct conflict with provincial jurisdiction, 


particularly in respect to matters of conservation of 
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natural resources, 

The British North America Act places 
control of most natural resources with the provinces, 
In exercising this control, the various provincial 
governments have assumed the right to grant exclusive 
permits to provincial companies for the purpose of 
gathering and transporting oil from producing flelds. 
Such gathering systems usually connect with inter- 
provincial trunk pipe lines and the provincial 
action is thus in direct conflict with the iInter- 
pretation of federal legislation. Thus in the present 
situation the oil industry cannot in practice comply 
with both provincial and federal statues. Elimina- 
tion of this overlapping jurisdiction would be most 
NMelOLu bo Ge Ol, Industry. 

Corporate Kegulation: It would appear to 
us that the present system of regulation as oe a 
to oi] pipe lines i8 unnecessarily complicated and 
cumbersome, It is felt that the tasks currently 
assigned to the regulating authorities could be 
greatly eased by permitting the normal forces of 
competition as muchfreedom of action as possible, 

his could, we believe, be accomplished in consider- 
able measure by dropping the practice of granting 
only single or exclusive permits for pipe line 
construction, 

At present the Board of Transport 


Commissioners must review not only the physical 
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but also the economic aspects of an application 
for a pipe line permit. Physical aspects insofar as 
they affect safety and public nuisance are obviously 
matters of public interest. On the other hand, it is our 
view that it is not necessary and, in fact, unduly 
onerous for the Board to have to examine economic 
factors, including the details of oil reserves, avail- 
Spliboy of Markers» Tinancine and ‘sotiortie he 
economics of the project and in turn its ability to 
finance should constitute an automatic selection 
procedure without the necessity of a single or ex- 
clusive permit system, Close analysis by the profession- 
al investor would enable only the most economic projects 
to be financed, The public should be adequately 
protected in respect of any investment it may make 
in such pipe lines under the provisions of the present 
securities laws. 

We also believe that the present require- 
ment of incorporation by Special Act of Parliament 
is likewise an onerous burden on Parliament and 
frequently a source of unnecessary delay in dealing 
with pipe line developments, 

Rate Regulation: Given free play competition 
between projects and the normal competitive pressure 
to reduce transportation costs tend to make rate 
regiieacion of oll-~pipe Jines unnecessary. The history 
of modern regulatory bodies in Canada confirms this 


tendency since to our knowledge there has not been 
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any instance of enforced rate reduction. On the 
contrary, rates have voluntarily responded to 
competitive pressures and to increasing volumes, 
with the result that tariff reductions have been 
the general trend as volumes have increased. 
Having in mind the purpose of oil pipe 
jines, we believe it unlikely that rates of 
return or tariffs will be established which could 
be considered an abuse or injurious to the public 
Inceresy. he ot] pipe: dine, as distingeuisned Trom 
LoSitaor pope ainey Nas No tranchise on the supply 


Opaipubiie “commodity lt. 1s noo a pubrTeInulsli cy 


and indeed has an element of risk not common to 


Ocnewm Carvers, 

There Ls a. constant. shifting involl 
logistics occasioned by such factors as new 
discoveries, depletion of older fields, develop- 
ments in competitive fuels or in competitive trans- 
portation LTacilities: The prospect of crude dis-= 
coveries closer to an existing market is always 
present. So, also, the opening up of a closer 
and more favorabie market large enough to absorb 
the full output of a producing area could force 
the existing market to seek an alternative source 


of supply. Either possibility, if realized, could 


Cause. the idling of some or allvor averude pipe Line, 
A few examples are listed: 


1. For many years, Imperial owned and 
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operated the Transit and Storage pipe line connect- 
ing its Sarnia refinery to Mid-Continent trunk line 


systems terminating in Ohio, With the advent of 
Canadian crude via the Interorovincial system Transit 
& Storage was put out of business. 

eo. ine history ef-capscrity ainereases ian 
the Trans Mountain pipe line, starting in 1953 at 
120,000 b/d and increasing by late 1956 to 185,000 b/d 
is even more dramatic. At this stage capacity was fully 
utilized and further expansion was started. Before 
this was complete, unpredictable political events 
and changes in market conditions reduced demand so 
sharply whaw an recent. montis deliveries nave: been 
acta rate Ofuabout SO percent compared with a.ayear ago, 
and at a level of only 40 percent of the expanded 
cCapacivy. 

3. The advent of crude discoveries closer 
borextsting markets is another relement of risk to 
pipe lines. Interprovincial expanded the capacity of 
its Edmonton/Regina section to meet increasing 
demands of eastern markets. At this point, new 
discoveries and development of substantial Saskat- 
chewan production displaced oil from the Edmonton/Regina 
section, 

Such fluctuations in volume are experienced 
by all pipe lines and can be expected to repeat since 
crude oil markets are not captive and sources of 


supply also change. 
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SUMMARY. In summary, our views on pipe 
line financing and regulations are as follows: 

1; O11 pipe lines and gas pipe lines 
are separate and distinct operations. 

2. The oli pipe line 16 essenvially an 
industry facility and its operation is simiijar to 
that of any other specialized industry equipment, 

Se - FUblEC INVErEst insosl pape line 
operation can be adequately protected by competition 
and the pressure to reduce costs, together with 
existent security legislation, 

4, The present Pipe Lines Act has undesir- 
able features which can be considered a burden to 
Parliament and to industry. Specifically it is 
Suggested that: 

(a) The mechanism of issuing federal pipe 
line permits can be simplified and confined to an 
examination of the safety and nuisance aspects of the 
project by the Board of Transport Commissioners. 

The Board should also be free to issue permits to any 
project satisfying these physical tests. 

(bo) Some action is needed to eliminate the 
present jurisdictional conflict between federal 
and provincial regulatory authorities. 

THE CHAIRMAN: Thank you very much, gentle- 
men... We will now adjourn the hearing until two o'clock, 
tits 21 cernoon, in -this room. 


---Whereupon the hearing adjourned, at 12.25 p.m., 
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---On resuming at 2.00 p.m. 

THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mr. White? 

MR, WHITE: ebiris Chairman, Mr, Dwalte will 
deal withaSsection Vi. 

Mee TWALTS: “Vie Piuture Markev Arcermatvs ves: 
While the explanation of the current slump in western 
Canadian crude production may be interesting, it is 
to the future we should turn our attention. In con- 
sidering alternate routes which might be followed for 
future Canadian crude markets, it should be recognized 
that in such a fluid and rapidly changing industry 
no course is without its risks and uncertainties. 
However, there are certain tests which a satisfactory 
proposal should meet so far as possible: 

(a) Preserve a reasonable incentive for ex- 
DLOrTaLLon. 

(b>) Preserve flexibility to secure the economi- 
cally most advantageous markets in the long 
ur, 

(c) Avoid imposing long term disadvantages on 
particular sectors of the economy or the 
consumer, 

(d) Avoid insofar as possible artificial supports 
or controls which could tend to wndue in- 
crease or rigidity in government controls. 


With such tests in mind, we should like to 
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consider three alternative approaches to the future 
market problem (our estimates of possible market 
volumes under these several cases cover the coming 
critical five years only, since the long run adequacy 
of markets is little questioned): 

1. A minimum or "do nothing" approach. 

2. A maximum or "all out" method involving con- 
Suructilon of major pipeline Tacit lities. to 
Montreal, 

3. An intermediate route involving positive 
eiforts, short of a pipe. tine to Montreal. 

May I say, parenthetically, here, that 
Since this matter has been under study for some time, 
it should be noted, as to Item 3, that some of these 
efforts are already under way. 

Minimum Case: The first of these routes 
Can be dealt with very briefly. What is involved here 
may be summed up as awaiting the end of the current 
cyclical dip and depending thereafter on normal growth 
in the markets already supplied with Canadian crude. 
Assuming the business recession will have run its 
course in 195¢ we believe that a reasonable estimate 
of the demand for Canadian crude in this case would 


be approximately as follows: 
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Domestic Export Total 

1957 350,000 150,000 500,000 barrels _ 
per day 

1958 370,000 94,000 464,000 

1959 409, 000 125,000 534,000 

1960 434,000 146,000 580, 000 

1961 463,000 163,000 626,000 

1962 492,000 180, 000 672,000 


The domestic requirements are assumed to return to 


the normal trend growth, 


with the increases in dom- 


estic demand from British Columbia to Ontario covered 


with Canadian crude. 


The export estimates assume 


that with return to normal demand, United States 


reriners .usinegrCanadian crude will fully utiiizge 


tnelr importiquotas and that these quotas wiil be 


adjusted thereafter to meet the normal growth in 


United States market demand. 
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While the above estimated requirements 
represent an appreciable improvement on the present 
depressed condition, they do not increase as 
rapidly as would appear desirable, particularly 
in the early part of the period. 

The Montreal Case: From the standpoint 
of volume of market outlet for Canadilan crude, the 
advantages of supplying the Montreal market are 
obvious. Assuming that the major pipe line construc- 
tion to supply Montreal would be in operation in 1961, 


it is estimated that the market for Canadian crude 


NagAt be about as follows: 


Domestic EXport Total 
(barrels per day) 
195 > =e — B50, 000 ESO 160, 500, 000 
1958 - - - = 370,000 94, O00 464A, OOO 
1959 - - - ~ 409,000 125, 000 534,000 
1960 - - - - 434,000 146,000 580,000 
1961 - - - - 736,900 1135000 849 , 000 
1962 - - = - 776,000 130,000 906 , 000 
In other words, in 1961 and 1962 there would 

be a net increase over the "minimum'case previously 


discussed as follows: 


1961 1962 

Increase in eastern Canada 
Montreal - - ------- 252,000 263,000 
Ontario -------- = 21,000 21,000 
Decrease in west coast export - -50,000 -50, 000 
Net Increase - ------ 223,000 234,000 


The Ontario and Montreal refineries would be fully 


covered with Canadian crude except for a small volume 


of "specialty" type and balancing foreign crude. 


However, throwing large volumes of foreign crude back 
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on the world market would undoubtedly create strong 
pressures to find a home for this oil elsewhere with 
the result that Canadian crude oil's position in the 
west coast export market could be seriously undermined. 
In other words, the necessity of securing outlet would 
undoubtedly force some of this displaced crude oil 
into Puget Sound. Therefore, the above estimates allow 
for the loss of a major portion of the United States 
Puget Sound market in 1961 and 1962, 

Placing the Montreal market .on Canadian 
erude oil would raise difficult problems, fundamentally 
economic and long-range in nature. What the precise 
competitive position of Canadian crude vis-a-vis 
Venezuelan or Middle East crude might be at the time 
of the completion of pipe line facilities or at various 
times thereafter it is impossible to predict. Perhaps 
the best that can be done is to consider relative 
prices as they exist today and speculate with respect 
to what future trends may bring, 

The positions of theseveral individual 
Montreal refiners in utilizing Canadian crude would 
undoubtedly vary. However, we estimate that if today 
there were a large efficient pipe line from western 
Canada to Montreal the disadvantage to Imperial Oi1 
Limited's refinery in utilizing Canadian versus 
imported crude would be at least 25 cents per barrel 


as shown in the table following. 
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Comparison of Current Price for Imported 
Crude with Theoretical Price for 
Canadian Crude at Montreal 
Redwater Crude -- 35° Guanipa Crude -- 31 
a) Charges in U.S.$ 
F,O.B,. posted price - -- ---+-- 
Tanker rate (USMC - 45%) - - - = - - 
Outturn and terminalling - - - - - - 
Pipeline allowance - - -----=- 
Pipeiing tari if -= Uo. wnds poruion 0.2/0 


Subtotal -- U.S. funds - - - - = = ete 
Canadian equivalent 
@ $1 U.S.= $0.97 Canadian =---- 0,262 


(b) Charges in Canadian $ 


oe ) 


ee ea) Wee re mee es Beers 2.560 
Gathering and other charges 
to Edmonton - ----- ----=- - 083 
Pipeline allowance -----+--- 026 
Pipeline tariff --Edmonton to Montreal 
Canadian funds portion - - - - - - es 18, 
Subtotal - - - = - - - = -- = - = = 2.999 
Total equivalent Canadian $ - - ---- - - eh cenl 


Adjust to equivalent quality ------- S 
Add charge for idle Portland/Montreal 


Pipeline and terminal - - ----.-----=- Of 
Add interest on added inventory in transit- eee Mi 
Comparative Net Costs -----=- 3.34 


The major concern, however, centers on the 
strong probability that the disadvantage might widen 
markedly during the 30-year period required to de- 
preciate the pipe line. Aside fromthe fact that the 
foreign crude price situation is shaky today, the longer 
term concern stems from certain basic factors of 
competitive disadvantage. 

dg pe aPaG.of Lnese 158 tThe sizeof Toreien 
crude oil reserves already proved (no additional 
finding cost required). Proved reserves outside 
continental North America and the Soviet area today 
stand at 198.5 billion barrels, equivalent to 73 times 


last year's rate of production. By comparison Canadian 
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proved reserves of 2.75 billion barrels are 
equivalent to 15 times 1957 production, Future 
increases in finding costs are likely, therefore, 

to affect C nadian costs more than those in the 
prolific foreign areas. (For purposes of comparison, 
United States proved reserves of 33.5 billion barrels 
were 13 times 1957 production, ) 

2. Development and lifting costs are 
comparatively very low in many foreign areas due 
to the high productivity of individual wells. 
Canadian wells at full efficient productive rates 
average about 77 barrels per day per well. However, 
the Venezuelan average is about 250 barrels per 
day per well and that in the Middle East a striking 
4,400 barrels per day per well. (Again for comparison, 
United States wells at full efficient rates average 
about 17 barrels per day per well.) 

3. Because of his lower costs the foreign 
producer generally starts today with a relatively 
wider profit margin available for competitive action. 
In addition, his incentive to sell his own production 
is greater than that of the pro-rated producer who 


must purchase a considerable number of barrels from 


others for each additional barrel of his own produc- 
tion. 

With the basic economic disadvantages to 
Canadian crude oil in the Montreal market, the 


question must, therefore, be asked as to who will 
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pay the bill to make it (and more importantly -- keep 
it) competitive in price with imports into Montreal. 
Let us consider the problems of the producer, the 
refiner and the pipeliner. 

Frobilems of the Producer: Under normal 
circumstances, the producer, who stands to gain 
additional market outlet, would assume the cost 
involved in lowering his price to meet that of the 
competition, His ability and interest in doing so 
would, of course, vary directly with the percentage 
inerease in net outlet which he would secure and 
inversely with the percentage reductions in price 
and per barrel profits which he would have to assume, 
In committing himself to a long-term reduction in 
price he would be writing down to this extent the 
value of his existing and future reserves. On the 
other nand, from a present worth standpoint there would 
be the advantage of earlier realization on such reserves 
In determining whether the price reduction would in 
the long run be worthwhile, careful consideration 
would have to be given to factors such as future re- 
placement costs and to the tendency over the years 
for the proposed Montreal outlet to represent a 
declining factor in the total expanded Canadian crude 
outietof the future, 

The impast of price versus volume on in- 
dividual producers in western Canada will vary greatly 


since the extent to whicn added market means added 
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production varies widely. Based on the current situa- 
tion, volume of production in Saskatchewan and 
Manitoba fields would be little affected since 

where quality permits they are normally allowed to 
produce at potential. For Alberta, a study we have 


made of February, 1958, data indicates the following: 


Fields Wells 

Fields on economic allowance 
and on total MPR - - - - - - = - fae) C292 
Fields being prorated - ----- 52 5028 
ee T3ac0 


The 52 prorated fields would gain volume from new 
market penetration but more than 95 percent of the 
increased volume would come from 14 of these fields. 
This concentration of shut-in capacity in a relative- 
ly few fields would result in relatively few companies 
securing most of any increased production. Our 
February study would indicate that at that time 

some 95 percent of any increase in volume of 
production would accrue to 28 of the approximately 

2e0 companies owning production in western Canada. 
From these figures it may, therefore, be concluded that 
any price reduction would represent a net loss to 


many producers, and that to a much smaller number 


revenue from increased volume would compensate in 
markedly varying degrees. At this point, it seems 
worth repeating that the Canadian producer is already 
realizing a price at the wellhead appreciably less 
than other Western Hemisphere crudes and any sub- 


stantial sacrifice in such realization would take away 
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exploration incentive. 

The total volume of oil committed to 
the Montreal market over the 30-year life of a pipe 
line would be roughly equal to the total of today's 
proved reserves. with a reasonable prospect that 
over the years nearer and more attractive markets 
for western Canadian oil would sharply increase, 
there would appear to be a grave risk in being 
committed to a more distant market regardless of 
the price sit might. bring. to the tovaly producrion:. 

Thus, in general, it would not appear that 
the producer could afford to take an open-end commit- 
ment for himself or future new producers to supply 
the Montreal market for 30 years at the risk of 
whatever lower price might be required to be competi- 
tive in that market. 

EBeobbems ol .chesketiner: (“The cost Of crude 
oil represents the Montreal refiner's major item 
of expense. He cannot, therefore, sacrifice the 
flexibility of competitve sources, of supply and risk 
a long term commitment without assurance of price 
protection to the extent needed against competitive 
sources of crude oi1 or refined products, 

AS a basic corollary of our competitive 
system, a refiner confronted with added costs has but 
two alternatives: 

1. Recoup such added costs in the long 


run in higher prices than would otherwise prevail. 
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2. Fail to recover his fixed charges 
and gradually go out of business if other refiners 
or product importers have lower costs permitting 
them to set lower competitive prices. 

suggestions have been made that Montreal 
refiners might absorb a higher cost of Canadian 
erude oll up to the extent of the existing duty 
provect.on ‘on -Tretined products iavorder wosfoster 
secondary industry, the present duty structure 
provides the Canadian refiner with duty protection 
equivalent to roughly 4 cent per gallon of crude. 
It should be recognized that: 

1, Thére are a number of factors generally 
characteristic of the Canadian petroleum refining 
industry which add to its costs compared to those 
or refiners in other countries: supplying products 
Lor import. These includes 

(a) Somewhat higher capital costs. These 
reflect such factors as winterized design and winter 
construction, duty protection on Canadian materials, 
added freight on other materials, etc, 

(b) Higher fuel costs for refinery operation. 

(c) Generally smaller size with resultant 
higher unit costs, despite slightly lower labour 
rates. Even the largest Canadian refineries representla 
multiplication of smaller units added as business 
has grown rather than single large units, 


(d) Additional costs of redistribution. Refined 


: : “ iy oD ate 5 7 
t- we ort ten T: nich “LL gest he "i oa 
+ 


z umtedbnese ened roto LS SURLIMa seater enon te 
5 


io . rane eg Gs #y sities. mee, © ve 28, ‘oy ‘ane 


Peco ate : mer nei, } 
iF 
a ' 
’ , Rest alee = , oa eae pee ms 
m oe rw % ‘ eet us oe kee ee ee “1 oe 7 t Tee 
| fetid } a yierigtel-s Cuoede: vita i Bred 
; eng 1 . - Se Fd agit “a ore ‘ AS i me A 
+ a — eo ae | Pee a a Betas ae \ ee io ae oe Y 9, + 68 P 
. Yiu merida tes’ ae SoSradae shi as air ite $buas 
ATOR — i oe Ere eee a ge vallon i. | : or cee i gt 
fs, t . me = 0 Shy d , ae oe aS mn Slt eee hut ‘ os 
| é tient wares baht iek ho mote syota: 
Fi 
woutdie te eruh sraswid- add lertapied wasbaosss: 
i 4 ; au) retires . " , a . ee set sls eal tae ; hs . - aha : ee a a ‘ re at Ris ee! aie 
oOlvoeeserd YOM Taw aril ot ABSORB aie Sep rvose - 
| 
‘ ties 4 P 
wad i ven: a eee ery al ae We 
¢ ee on 4 A ty 
' eer e Gin ee eee oe f 
- a > “y " eS ia e ye hy TE Ce. aT 4 
iy 7 
; ty . - ey Rees ~ y Deus 
‘ _ 3 “fp Btys ' sak at an i weet : + Daye by * i} a ere . < eee 
a Ee ey: } a et od i ri wt “ak iva LIS OB IE AS 
' rs 
Hy, 
> - ‘ ‘ Luly ‘ \ 2 f 7 ‘ r ft Mi & 4 hy 
gear? cit: hetands eteet yh be Beton see 
ae 
‘ ‘ ® » y - : a ie a aati Pm ar ys Oe um, | ain 7 a 
| it obey oy lege. aa woo “atiio AE -axenkiet Io 
th ie 
ey of eet oe, wil ‘say 
bulog? pa ome oaratak Y aot” 
‘ Kye ' A . 
= } - ur: wir ote 7 — a By on f ¥ 
,% F i ¢ iv at ar A ier 7 J a ae! ae aN 5 i i ee 1G 4 i x + 
‘ a — ; ie a vn * apes ‘heen if * “i as i mip “T- Pa Tat : ey o ite ho ey 
pS 0s q ‘ ba a wen Laine) Det ice SS Ss : a Od af: atah cae iy bye ry © 
¥ 
; " . P : a - 1 ; 
* 7) wet fl? wa Peqet 7 ee, (1 . aera ay Man inlanaegs ata id ii “a - "sy os 
bb 2S aiisacem ies bis: 3 a ne" $0 ca ES OTS terete) EPL AD ak SDUME: aE enoo™ i 


Vine d treed eS Bie wig Fe pet Cie ig ei it (3: ioe 


‘ 


asi! 


1m | 


Pe raliod L sewok ¥ et BC bated: eee ah 


2 


sample | sob so “tei ‘yet iin owes aa Pit asia 


ro wee a 


eeorite ud aa babibis*ed sao Loria rey a 


a 


f° bd ee 
mr, em PA AY 


‘sae senna ‘sj 
+05 a a ee ia 


eta 


ANGUS, STONEHOUSE & CO. LTD. 4793 
TORONTO, ONTARIO 


products can be imported direct to major distribu- 
tion points within a broad refining area. The 
Canadian refiner must absorb the cost of trans- 
shipping to such points. 

(e) Because the sales tax does not apply on 
the transportation portion of a laid-down price, 
the sales tax levied on Canadian refined products 
Ls wsiitehtly higher than om imported products, 

(f) On the average, tanker rates on "dirty" 
products end. ‘crude old. tend to be sliiently Lower 
than for "clean" products. This is offset, however, 
in the case of an importer of products into Canada 
by his ability to average lower seasonal tanker 
rates during his import season than the year-around 
average. 

(ge) The product importer into Canada in 
general secures his products at the seasonal low 
price of the exporting refinery rather than at the 
average price realized by such refinery. 

2. Prices of imported products represent 
a ceiling to the Canadian refiner but not necessari- 
Ly art lLoory le is, Of course; iobvious hat any duty 
structure must be national in scope. However, in 
any case where full duty protection may not be 
required, competition of the Canadian refineries 
within such area will tend to eliminate imports 
of some products by setting the price level below 


the ‘cost laid down of imports. Statistics show 
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that the importation of gasoline, the refiner's 
principal product, has for practical purposes been 
eliminated from the Montreal area. 

Consideration of the above factors leads 
to the conclusion that unless sooner or later the 
refining industry is to be liquidated, the price 
paid by the customer in the Montreal area will over 
the years increase or decrease with the cost of 
crude oil to the refiner, 

It 18 difficult to see how ao Montreal refiner 
can justify guaranteeing the throughput of a pipe 
line which would establish a floor on his cost of 
erude o11, This is particularly true here, because 
the crude oil in question is, at-a basic, competitive 
disadvantage with other sources of supply and offers 
Ho Mope or Pucure reductions An hs sost< 

Problems of une, Ploelinery «As a) character- 
istic of pipe line transportation, coverage of the 
fixed and capital charges represents a large portion 
or the tariftr® charged, The pipeliner must, thererore, 
assure himself and his source of capital of a 
continuing revenue at a level high enough to be 
commercially attractive. Thus, he cannot serveas a 
buffer between the producer and refiner to equalize 


changing market relations through fluctuating pipe 


line tariffs. 
As will be more fully developed later, oil 


pipe lines are not and should not be considered » 
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(bo) direct Canadian crude from Montreal 
to more attractive nearer markets, 

(c) cause policy of future governments 
to change. 

Under these circumstances, it appears 
doubtful that a simple provi‘ion for a protected market 
would give sufficient permanency to raise the 
necessary funds, 

The government could, of course, provide 
a direct guarantee of the pipe line bonds, If this 
course were followed and the government underwrote 
the major risk, it is worth asking whether public 
sentiment would permit private ownership of the line 
or whether another link toward government control 


of the industry would be forged. 
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to be in the same category as public utilities. 
Hence, returns which might be satisfactory for the 
low risk assured return utility monopoly are un- 
likely to be commercially attractive to the high 
risk competitive oil pipe line. 

In view of the evident economic risks 
in building a large pipe line to Montreal, it 
appears clear that the financing of such a line 
would require some form of guarantees beyond those 
which the pipe line company itself could provide. 

The normal procedure would be to secure 
throughput or deficiency agreements from the 
refiners or producers. For the reasons we have 
previously discussed, it would appear imorobable 
that these groups would wish to assume the open end 
risks involved in such a long term commitment. 

Under these circumstances some form of 
government guarantee would seem to be the only 
alternative. (A guarantee, incidentally, which would 
put another pipe line -- Portland/Montreal -- out of 
business.) The government might, for example, 
enunciate a policy of protection for the Montreal 
market and establish the necessary detailed machinery 
to place it in effect upon completion of the pipe 
line. However, there are risks that changing 
conditions might: 

(a) make such machinery inadequate or 


obsolete, 
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Mechanics of Control: There are a number 

of methods that might be applied by the government 

to provide protection for the Montreal movement. 

However, they all present problems either in their 

administration or in their implications for the future 

freedom of the industry or both. 

A - Subventions ~- Perhaps the most direct and 
forthright approach would be through the 
application of subventions to cover the 
diftterence in laid-down, cast of the crude 
at Montreal. Determination of the proper 
figure and 10s variation with market condi- 
tions would be difficult, and there would 
obviously be legitimate government interest 
in the wellhead price established for Canadian 
crudes. Finaliy, it would be an understatement 
to say that this approach would lack appeal 
to the general taxpayer and voter. 

B - A voluntary quota approach has been suggested, 
perhaps by analogy with the current involved 
efforts in the United States. Such a system 
is capable of dealing with marginal or tempor- 
ary situations but is not suited to provide 
a permanent solution to the complex Montreal 
problem, In the case of a Montreal pipe line 
once installed we are dealing with a permanent 
situation which would require a permanent pro- 
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The impracticability of voluntary quotas 
in the long run lies in the inevitable in 
equities involved. Those who conform do so 
at a competitive disadvantage with those who 
do not. The Monteal refiner could not long 
justify compliance if other refiners or pro- 
duct importers in all of eastern Canada did 
not do likewise. Full compliance by all 
would be tantamount to mandatory quotas. 

C - Mandatory quotas could provide the necessary 
protection, They would, however, have to 
be comprehensive and complicated. They could 
not be limited to crude oil for the Montreal 
refineries. As previously developed, it would 
be necessary to place quotas on most refined 
products as well as crude oll to prevent 
imports of products trom Power priced Toreien 
crude from gradually liquidating the Montreal 
refinery operations. Similarly quotas on 
imports into the Maritimes would be needed 
to prevent increased running of foreign crudes 
in that area with shipment of products into 
GuUeDeC, 

mus it would, in fact, be necessary to 
erect a protective fence completely around 
the country. Establishment of the proper 
quotas would tend to freeze company positions 


and in any event would lead the government 
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into the awkward position of fully controlling 
the oil supply and demand with frequent ad- 
justments to maintain the proper balance. 

D - Import duties would in many ways be the 
Simplest approach. These would, of course, 
have to be nation-wide in their application. 
Also any crude duty would for reasons pre- 
viously discussed have to be reflected in 
equivalent increases in duties on refined 
products: importa the important’ secondary 
refining <..ndustry, is; fo. be maintained. 

Administratively a difficult problem 
is imposed in establishing duties at the 
proper level. so.as to.exclude the, proper 
amount of imports while minimizing as far 
as. possible the added cost to the consumer. 
Trial and error methods of establishing the 
proper level would be complicated by rapid 
changes in petroleum market conditions, 

In. summarizing the problem of protection 
for the Montreal market, two principal end results 
are indicated: 

1. Higher cost to eastern consumers (or to the 
taxpayer). 

2. An alarming degree of necessary government 


control with the corresponding threat to the 


freedom which has contributed so much to the 


development of the Canadian oil industry. 
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An Intermediate Case: In view of the in- 
flexibilities of enforced crude movement to Montreal, 
it would appear worthwhile considering what alter- 
native constructive steps might be taken to improve 
the market volume for Canadian crude oil. 

(a) The Ontario market. The largest single 
market for petroleum products in Canada is that in 
Ontario. Today the largest portion of that market 
is supplied with products from refining of Canadian 
crude oil. In addition, however, sizeably volumes 
of products are supplied by direct imports, by 
shipment from Montreal refineries, and by limited 
volumes of imported crude oil refined in Ontario. 

From the standpoint of simple geography, 
it is apparent that Ontario is a more economic market 
for Canadian crude than is Quebec. There would appear 
to be reasonable statistical possibilities of using 
pipe line capacity and Ontario refinery capacity al- 
ready in existence or capable of early completion to 
increase Canadian crude utilization by up to about 
75,000 - 80,000 barrels per day. Each supplier's 
situation is, of course, different and we can speak 
only. for Imperial Oil. However, for our part, we have 
been meeting and plan to continue to meet essentially 
our full Ontario marketing requirements with products 
from Canadian crude. We are currently expanding our 
Sarnis refinery capacity by 20 percent. We are also 


increasing refinery yields of furnace fuel in the hope 
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of selling competitively to those importers who tradi- 
tionally shop for such products in world markets 
during the summer. 

Canadian crude is already committed to the 
Ontario market, supported by large capital investments 
in transportation and refining equipment. Paaerden 
to penetrate this market, as previously noted, a 
severe reduction in the wellhead price of crude oil 
was necessary to make Canadian crude competitive with 
alternative sources of supply. 

Accordingly, bt Ls ourtwview that the first 
and most important job isto saturate and to, secure 
this Ontario market before undertaking any new obliga- 
tions and facing the more severe competitive pressures 
of the Montreal market. 

(b) Puget Sound, Another market where a 
higher degree of saturation is worth seeking is the 
Puget Sound area of the United States. For the immed- 
late short term future the heavily overstocked inven- 
tory position of the United States west coast pre- 
eludes large increases: in this direction. However, 
when the statistical: position returns to normal there 
would appear to be room for marked improvement, even 
under the existing United States import quota limita- 
tions. Total quotas availiable to west coast importers 
can be expected to continue to exceed those required 
for full operation of the Puget Sound refineries. From 


our earlier discussion, we have also seen that the 
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combination of Canadian crude in Puget Sound and for- 
eign crude in Montreal is economically much more 
attractive than the reverse combination of Canadian 
crude in Montreal and foreign crude in Puget Sound. 
These considerations would appear to set the stage 
for possible purchases and sales where Canadian 
eruge would-be sold to Puget Sound refineries and whe 
foreign crude which might otherwise be sold to That 
area would be purchased for Montreal. For example in 
our own case, as was stated earlier, for many months 
Imperial Oil has been refining at Montreal 11,500 
barrels per day of Venezuelan crude purchased from 
a noneatriiliated company and has been selling similar 
volumes of Canadian crude into the United States 
Puget Sound. That purchase and sale, I may add, has 
been going on for two years. 

It is of interest to estimate what the 
volume of Ganadian crude outlet may be if a high degree 
of saturation of the Ontario and Puget Sound markets 
is Succesatully achieved. Our studied estimates for 


this case are as follows: 


Domestic Export Total 

1957 350,000 Lis) eR te.) 500,000 varrels 
per day 

1958 370, 000 94,000 464,000 

1959 489 , OOO So OM 624,000 

1960 53s, 000 fa, VOC 684,000 

1961 538,000 193, 000 Ton. Ou 

1962 567 , 000 245,000 812,000 
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These figures represent a net increase in market com- 
pared to the "minimum case” previously considered 

of 90,000 to 140,000 barrels per day beginning in 1959. 
Compared to the all out Montreal case they represent 
quicker action with a marked improvement in 1959-1960. 
In 1961-1962 they are about 110,000 barrels per day 
lower than the all out Montreal case. 

What’ then might be the producer's situation 
under this intermediate case? He would obviously 
benefit from the improved market during the earlier 
years when improved crude outlet is especially im- 
portant. Let us consider what the prospects might 
be for maintaining finding effort and activity at 
a tolerable level. 

In this connection the chart on following 
page (33 of original brief) has been prepared showing 
Canadian crude oil-producing potential, production; 
and the percentage relation of production to potential. 
The solid lines represent actual history while the 
dotted lines represent our estimates of future poten- 
tial-as discussed earlier and our estimates of pro- 
duction under the "intermediate" market case just 
presented. It will be seen that in the past ten 
years, during a period of aggresive activity, the pro- 
duction has varied over the range of 50 to 70 percent 
GP the potential, reaching a high of 71 »percent in 
1953-1954. This would appear to be an indication 


that the industry traditionally develops potential 
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production well in advance of possible market outlet. 

The estimates on the dotted portion of the 
chart indicate that after the present cylical downturn, 
production in this case would again fall in the range 
or 50-70" percent of potential, There 18, therefore, 
nothing in these percentage figures in themselves 
which would justify the conclusion that a tolerable 
level of activity would not be sustained over the 
next few years. 

There is, of course, the current depressed 
eondition of the market today, which probably will 
result in some lessening in exploratory activity 
during this year. “However, for’ the Tirst quarter of 
1958, exploration drilling pace did not show any re- 
duction. Seismic surveying showed some decline 
(after due allowance for normal seasonal shifts), but 
tne decline in this activity has been ’*a distinevt trend 
ever since 1952. Thus, it would appear from the 
current exploration work indices that the current 
market slump has not yet reduced the industry activity 
in exploration. As discussed in Appendix B today, 
this is probably due to the momentum inherent in 
exploration programs. 


Development drilling activity has declined 


in recent months. Perhaps the most important reason 
for this is that there are not as many undeveloped 
proved locations available now as there were a year 


ago when Pembina and Souris Valley development drilling 
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RIK 


was at a high level. 

Additional factors affecting the rate of 
drilling may be the declining allowables and the trend 
toward wider spacing of wells. This variation in 
rate of drijling, is, undoubtedly of concern, 16 The 
GOriilling contractors... However, Livia characteristic 
of the industry, both in Canada and the United States, 
and presumably will continue to occur from time to time 
regardless of level of production. It is not felt 
that these fluctuations have the same serious con- 
sequences as a prolonged cutback in exploration effort. 

Another line of conjecture that might be 
followed in judging whether western Canadian producing 
activity can follow tolerable levels in the next 
few years is to consider the trends in prospective 
revenue likely to accrue to the industry. Imperial 
had studied the historical relationship between the 
industry's revenues and expenditures and has attempted 
a rough projection of cash flow into the future in 
order to assess the industry's ability to maintain a 
high level of expenditure. Our studies would indicate 
that even if the high rate of 1957/7 expenditures are 
maintained, improved income from gas sales and from 
attainment of the "intermediate case" market for crude 
oil would rapidly reduce the size of the annual cash 
deficits compared to those the industry experienced in 
recent years. 


Exports to the United States: The status 
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of Canadian exports to the United States is today at 
a low ebb. There are a number of reasons to believe 
that a more favorable position should develop in the 
future: 

1. the circumstances surrotinding the present 
tightened United States import restrictions 
appear to reflect in part increased protec- 
tionism fostered by the current business 
downturn; Also ltceis reported iin’ the: press 
that the limitations on oil imports have been 
adopted partly in an effort to secure passage 
of the Reciprocal Trades, Act Extension with 
its policy of generally more liberal trade. 
The oil limitations have apparently been 
framed in a purposely flexible administrative 
form permitting ready alteration with changed 
circumstances. 

2e' Under normal circunstances, .the logic: of 
special treatment for Canadian oil is extremely 
eonvineing both on .a security and trade basis. 
In facts under such nermal cancumstances; 
Canadian oil was given an exempt status. Even 
under present provisions allocations have been 
made in a manner which minimizes the immediate 
directcimpaet von Canadian of] ..)) Undesirable 
as they are in principle and precedent, the 
present import restrictions have as yet been 


from a practical standpoint largely a matter 
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of form rather than of substance. This is 
because the business recession and over-stocked 
inventory positions have tended to hold the 
level of movements of Canadian o1i1 below the 
quota figures. 
3. Looking to the longer term future, it is widely 
accepted that large increases in oil imports 
into the United States can be expected. With 
55 percent of the free world's demand for 
petroleum and only 14 percent of its proved 
reserves, the basis for increasing United 
etates imports is evident. Deficiency areas 
in the northern and western parts of the United 
States should, therefore, provide in the future 
economic markets for the tributary Canadian 
crude oil supplies. 
Full efforts should, therefore, be continued 
to Obtain free access to U.S. markets for Canadian oil. 
To conclude our comments with respect to the 
problem of crude oil markets, it is our judgment that 
weighing all factors as they appear today, vhe pro- 
spective advantages would not as yet warrant the risks 
of going to Montreal. We would recommend that first 
priority be given to trying to develop to the maximum 


the intermediate case as described in this submission. 
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MR. WHITE: I would like to turn to 
section VILL of thet brier, ei .nerrman. 


VIII. NATIONAL ENERGY POLICY AND 
NATIONAL ENERGY AUTHORITY 


in view of the fact that a nation's 
economic progress depends on and can to a consider- 
able extent be measured by its utilization of 
mechanical energy a national policy on energy has 
commended itself to many people. There is, we 
believe, broad agreement as to what should con- 
STLLTUve 2 naceonad policy: ip should recognize 
that Canada's energy resources belong to the people 
of Canada and should be developed in their interest, 
as should other Canadian natural resources. It 
should recognize that Canadian progress is corre- 
lated with Canadian energy consumption, and that 
future supplies of energy producing material should 
be assured in the iight of the best available know- 
ledge. 

With these broad principles we find our- 
selves in complete agreement and find cause for 
satisfaction in the fact that these policies seem to 
have been satisfactorily implemented in that Canada 
is not only currently the sécond highest per capita 
consumer of energy in the world, but has remaining 
reserves equal to several centuries at the current 
rate of consumption as shown in the following tabie 
~- these are pretty broad projections, but they are 


interesting: 
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Approximate nemaining Years of 
Recoverable Reserves Supply* 

atural Gas 

(trillions of cubic 

ee 300° ta, 350 1, 000° to-1,10G 

Liquid Petroleum 

(billions of barrels) 4O to 60 160 to 2ho 

r Sands 

(billions of barrels) 100 to 300 400 to 1,200 

bal 

(billions of short tons) U7 1,400 


It has been estimated that about 1,000 bil- 


lion barrels of crude oil will be obtained from 
the world's rocks. Li wunie, LS. the .ease.00..U 
appears that Canada, with 0.6 per cent of the 
WOU. VS population, Nas around. 15 4perscenGor 
Tic WOrtaUs a ogsal siuel energy reserves. 

The estimate of coal reserves was taken 
from the Gordon Commission report. The ranges 
given for other reserves permit inclusion of 


various recent predictions and some allowance 


for Canadian sedimentary areas other than western 


Canada. 
NATIONAL ENERGY AUTHORITY 
Recognition of the desirability of a 
national policy in regard to energy has in some 
cases become confused with a supposed need for a 
national authority on energy. 
This company does not believe that the 


establishment of a national energy authority is 
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feasible or necessary. There are two areas where 
control could be exercised, the field of domestic 


Lage WLtUnin Lie country or the Tield of export 
trade. 

The fundamental difficulty in the creation 
of a federal authority having jurisdiction generally 
over energy within the country is that the pro- 
vinees have authority over the production and sources 
of energy, and also control over the markets which 
consume energy within their individual borders. 

We do not feel competent to discuss the 
constitutional aspects involved, but it seems to 
follow that any jurisdiction exercised by a federal 
authority would be limited to governing inter- 
DrOvalicaa.l Of International trade, Any effort 
tO extend the jurisdiction of such a body would 
require the surrender by the provinces of their 
jurisdiction under some joint arrangement with the 
federal government. The historic experience in 
effecting such transfers of authority is that they 
involve either prolonged discussion to achieve 
mutual acceptance, or inter-governmental conflict 
if an attempt is made to impose an authority with- 
out mutual approval. The delay and/or conflict 
attendant on the effort to establish such a 
national energy authority would almost certainly 
inhibit continued development of the energy indus- 


tries. 
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If the creation. of a national authority is 
impracticable from a constitutional standpoint, its 
soundness is questionable from an economic and 
geographical standpoint. Beyond the fact that 
they serve a similar purpose, the energy industries 
have practically nothing in common. Coal, petroleum, 
natural gas, hydro-electric, solar and atomic energy 
ali ditfer from.one another in respect to Source, 
methods of processing, transmission or utilization. 
As a result, the requisites for successful develop- 
ment and the criteria for the preservation of the 
national interest vary widely among the different 
energy industries. Any close study of the peculiari- 
ties of these industries indicates that in so far as 
any regulation is necessary it must be of a highly 
individualized nature adapted to the particular 
LNGUStTrY . 

THis onclusion, 18 reinforced by geographi — 
cal considerations since the appropriate policy with 
regard to an industry in one part of Canada may be 
inappropriate to the same industry in another area. 

A further complication lies in the changing 
nature of the energy industries themselves. Within 
the past few decades we have seen the virtual dis- 
appearance of firewood and the draft animal as energy 
sources; Within the next three decades we will 


almost certainly see the rise of atomic energy 


=a sources. 
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The variety and complexity of the energy 
industries raise not only the question of a national 
energy authority but the extent to which regulatory 
action can in fact be effectively taken. Rogie: | 
recent issue of the Harvard Business Review, 
Professor Otto Eckstein commented as follows on 
the conflict between those who desire more and 
those who desire less regulation: 
geoaweee. Lalit ar cont Ite tas taken on 
anew character, today. Superimposed on 
the philosophical Rieaonae eee Bo Vala ver sor 
doubt about the validity of some of the 
techniques of regulation themselves; many 
of them seemed to serve their purpose for a 
number of years but now may have become 
outmoded. 

"This drift to obsolescence of once- 
BDpPOpU have, a0proaches 26 especial ly serious 
in the case of industries being brought under 
pubic wontrol orm taewis rela Gamer, The 
dead hand of systems designed for other days 
and other conditions is being imposed on 
such industries automatically; government 
officials apparently are unaware that times 
have changed since the laws were first drawn. 
Furthermore, they fail to recognize that 
different businesses do have different needs 


and problems and that consequently regulations 
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have to be carefully shaped if they are to 
be workable. Mechanical application of the 
Same technique to every kind of enterprise 
will not produce sound economic results." 

Over and above these questions as to the 
feasibility of the extension of authority over 
petroleum we would raise the question of the ex- 
tent to which any need has been demonstrated for 
such an extension. 

In the preamble to this brief, we expres- 
sed our feeling that the national interest in re- 
garg to enerzy Lay in the Tuifisiment-or four 
objectives. These were: 

“That “there be a hieh Lever of enercy 
Upittecr.on Dy Canad ans: 

oe That there be large reserves of 
energy sources at the disposal of the Canadian 
economy. 

Sy That there be in existence markets 
which would provide reasonable economic stimulus 
to the growth of the energy industries. 

4, That there should be continuing 
development of energy resources in line with mar- 
ket] Gval lable to provide not only the ‘energy re- 
quired but for the stimulus such activity gives 
to the economic development of the country. 

None of these objectives we feel could be 


furthered by the establishment of a national energy 
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authority, and some would actually be hindered. 

On the first “point, the Lact that 
Canadians are the second highest per capita users 
of energy would indicate little need for regulatory 
action in this regard. The achievement of so 
nisi oa evel rot tenercy utllizgauion in a.country 
which faces the transportation and climatic problems 
peculiar to Canada is evidence of a singularly 
high level of service and efficiency by the energy 
Imus to eo iii Canada, 

in our high energy consuming economy, 
the prairie farmers are highest consumers as a 
group. To them the advantages of nearby low- 

CooGe sources Of icrude end) preducts are ol 2réeat 
benefit. But the major consuming area in Canada 
is in’ Ontario and Quebec, accounting for some 50 
per cent of total national demand and a much higher 
percentage of the industrial demand for petroleum 
energy. iIngmucr OT (Uns ares, Nien bevele. or 
consumption have been achieved because sconomical 
and flexible supplies have been available by tanker 
trom oouth America, the U.Se Guif, the Ule. Mid- 
Continent or the Middle East. For this highly 
important area of the Canadian economy, maintenance 
of a high level of consumption is equivalent to 
maintenance of much of Canada's industry. National 
policy must give due weight to the need for main- 


taining flexibility of supply for this major 
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consuming area, since the freezing of its supply 
sources could only be carried out at grave risk to 
the level of energy consumption and hence economic 
activity. 

With regard to the second point of national 
interest, reserves of energy resources, Canada is 
also singularly fortunate. As pointed out above, 
this nation has 0.6 per cent of the world's popu- 
Lact, Loe per. cenc Of =.ta enercy resources.) With 
the very adequate energy resources on hand, there 
is little apparent need for the exercise of 
authority in this respect. 

With regard to the third point, the need 
for markets which will stimulate resource develop- 
ment, we see very little ground for believing that 
&@2 government can create markets, and any functions 
which the federal government can perform in this 
field are of a type which should be exercised by 
Parliament having regard to the possible effects 
Of Stich, 2cp1ons - As pointed out in a previous 
SectLon, this might only be achieved at the risk 
of either immediate or ultimate loss of other mar- 
Kets and at the expense of the consumer. In any 
event, it does not require the machinery of a 
national energy authority to achieve whatever may 
be possible in this regard. 

With regard to the fourth point, the main- 


tenance of resource development activity in Canada 
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is dependent on the availability of markets and 
the developer's belief in his ability to supply 
those markets at a profit. iiere seems CO Dé 
Iitule that tederal lesisiation or 4 Nationally 
constituted energy authority could achieve in 
regard to either of these functions. 

In short, the positive aspects of a 
national energy policy are either in the hands of 


nature in the form of natural resources or rely 


upon the ingenuity of buyers and sellers to bring 
about a high level of energy utilization which 

is the basis for market development at home and 
abroad. The negative aspect of a national energy 
policy, as suggested by some, consists of restric- 
ULOn ON LMpOorvs, an action Ler which machinery 


already exists without the creation of a national 


energy authority. 


Need for Co-ordinarion and 
Exchange of Information 


For the above reasons, we feel that a 
national energy authority would not further the 
achievement of those goals which we believe con- 
stitute the national interest in regard to energy. 

In fact, we feel that a national energy authority 
would actually impede progress. At the same time, 
we feel that there is need for a greater exchange 

of information and viewpoints in order to co-ordinate 


the existing municipal, provincial and federal 
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authorities which operate in respect to energy. 
We have already pointed out the conflict in juris- 
diction in regard to provincial and interprovin- 
cial pipe lines. In the federal field, through 
the Combines Act and Criminal Code, every effort 
is made to maximize competition within industry. 
As we have pointed out in regard to crude oil 
producing, the system of land tenure in western 
Canada also acts to maximize competitive efforts 
in exploration and development. Yeu in certain 
Canadian municipalities, we find restrictions on 
marketing outlets which are in direct opposition 
Go the competitive principles applied by rederal 
and provincial governments. One sees certain 
provinces encouraging the conservation of resources 
by strict regulatory measures, while at the same 
time we find other provinces discouraging the 
thrifty use of petroleum energy by imposing pro- 
AipLtive taxes on diesel fuel. The co-ordination 
OTF policies at all levels of Bovernment, which can 
be achieved through a better exchange of informa- 
tion would be definitely beneficial in our opinion. 
We believe there exists in the Department 
of Trade and Commerce a vehicle that could effect 
this co-ordination and at the same time be used by 
the Federal Government to carry out such policies 
as seem appropriate. 


Now, Mr. Chairman, will you permit me to 
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go to the Conclusions? 

THE CHAIRMAN: On, yes. I was 
thinking of Apoendix D, Mr. White, but I do not 
think there is any reason to read Appendix D 
Leo the cecord., Please go ahead with your 


summary and conclusions. 
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MR, WHITE: SUMMARY AND CONCLUSIONS. 

In this submission we have endeavored to 
assess the basic operating considerations of the 
Canadian oil industry in relation to the national 
interest as expressed in the Commission's terms 
Or reterence, 

Two points that should be kept in mind 
in considering the summary and recommendations 
are given below: 

1. No precise limits can be established 
forany particular segment of the energy field 
as rapid technical change evolves new forms, new 
uses and hence large-scale displacements between 
sources of energy. The utilization of energy resources 
cannot therefore be blueprinted exactly. Limitations 
on the normal development and movement of energy 
to consuming areas can affect the whole structure 
of existing industrial investment. 

Pe Jne Ob nasetry tsa wien cane! 
consumer in all its phases, including exploration, 
production, refining, transportation and marketing, 
The supply of equity funds and the ability of the 
industry to retain the investor's confidence are 
essential. 

With these in mind, Imperialts views in 
regard to items of the Commission's terms of refer- 
ence are as follows: 


(a) the policies which will best serve the 
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national interest in relation to the export of 
energy and sources of energy from Canada 

It is clear to us that the oi1 and gas 
industries, partly because of their location and 
partly because of the relatively small Canadian 
population, will require export markets if they are 
to develop in a healthy manner. Testimony before the 
Commission has indicated reasonable agreement on the 
amount of proven reserves of oil and gas. Worldwide 
experience has shown that proven reserves will be 
low in relation to the ultimate total reserves. 
Imperial believes that possible ultimate reserves 
of both oil and gas in Canada are very large. 

The general opinion of industry as to the 
existence of such large possible reserves should be 
considered by the Commission in weighing the ques- 
tion of not only permitting but seeking export mar- 
kets. It is recommended .that a policy be established 
that Canada welcomes the opportunity to export gas 
and oil and that only under unusual circumstances 
will permission for such export be withheld under 
existing legislation, 

(b) the problems involved in, and the 
policies which ought to be applied to the regulation 
of the transmission of oi1 and gas between provinces... 

In the general field of oil and gas trans- 
mission, provincial and federal regulations seem to 


' 


have been established on a ‘general carrier" concept 
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without recognizing the specialized nature of these 
facilities, Specifically, Imperial suggests: 

1. Oil and gas pipe lines represent two 
distinct functions requiring different policies and 
depress, of repulation, The oll pipe: ine, Be ol suinGe 
from the gas line, is a facility of the industry and 
does not have a monopoly on the supply of a commodity. 
Unlike gas lines, which buy and sell under long-term 
contracts, oil pipe lines are carriers only and 
subject to the many risks associated with fe constant 
shifting of the flexible petroleum supply pattern. 

2. The exclusive permit system as presently 
required by the Board of Transport Commissioners is 
not necessary inthe case of oil pipe lines where 
competition between projects and between sources of 
supply together with securities legislation provide 
the pest protection to the public. and to tne investor. 

3. There is need for simplification of 
present procedures and for clarification of juris- 
diction of the federal Pipe Lines Act in order to: 

(i) eliminate jurisdictional conflict with 

the provinces; 

(ii) reduce the time element in processing 
applications. 

4. It is suggested that authority can 
be delegated to the Board of Transport Commissioners 
to grant permits for oil pipe line projects so long 


as they meet certain physical tests as to safety and 


: sca 
ay 

hs a 
is 


seater is ns Mati ws spor 


a 
Zz. 
@ 

5 

a. 


a y zt] 
r al iv 
“? ue eR bite 
' Lid ee is os ne 1S ec a ay 
r ey ne 7 
corn fe tre : us 
i al 
aw 
; é ' 
oe q Pr gr + 
he 4? i} % ‘J ae SLY < $ 
/ Ahk oe: ; 
- = 
‘ ‘ fh oT x 
f i “J Pes rt f rk Val 4 BeTi vce 
. 1 
ce 4. 


wh ot ' aa, 
aoe | si Wr 
ee 
( n 
j a. # ba me am i i w - ‘ i; ' a 
Z } VT i 4 ; ¥; h oe ee , J j 14? sada | ‘hed 
he f 
one ‘i ; 
j ess 
: 
7 , 
ay i" ala > ep { ‘ fiw c% exrle 
i 4 oe y i ' ~ Pb aul 
4 ‘J 


wv 
- 
zs 
é 
t 
a | 
Pa 
ae 

es +3 
aes 
a 
* 
4 


| 
a 

te 

ua ; 

4 

& 

i 

> 

<— 

= 

aah 

i 

oo 

A 

& 

i 

ba 

i | 

#2 


nearer pS 


iy | Mee i sys Se aK Cowra j atone 2 Seif fee 


— 


a Mena so : ‘ 
; P oc é gh ata a wer 2 ' face! Fe gentle a py ae 7 
Wola teal ADEs Baliye “i od: wig iuie. 


“8 we an 


SS 
t 
£ 
: 
Boxe. 
: 
_ 
me 


nents 


wh OS ed se pd Pee 


a 
. 


eS 
a 

"1 a 
a’ 

‘ 

se 

~ 

<<, 

~ 

. 

4A 
uy’ 
= 
rs 

q 


Y Oe eh a! Loy Mondeo fo itedo "yy Di GS boo Aenet 


} ie : pee . . i“ 
i oy! i . ‘ 4 ait : | ri ; ¥ if ot y rasa 7 
ot at thro Wh SOA peat ages Lalrebat ei: to. tesdota 


ry ‘a ae : i oo 
th 7 ' 


WO rash ae Loe eee. el ne 
oh ee ee Tat tee: ARO EO RNS eos otaabmte (2) 
re ee 1 yA vy : 5 . ae 


(8 HY Te a ae — er... 


Oe ae es ar b a BH ed a ’ 
ct _ 4 ty } : Y 


A ow, 


azo ET hoot ald 4 


"ae ham a xoeeinael i * 


Th ob 


ye ae i 
tee 4 ive : 
4 ‘ a en 


") saben ont vata a 
n e? _ fiath : 


ry) 
ANGUS, STONEHOUSE & CO. LTD. 4822 
TORONTO, ONTARIO 


public nuisance. Imperial does not object to the 
retention in the hands of government of the power 
to control rates and tariffs, but suggests that, 
as in the past, the competition between projects 
and thetest of the marketplace will make it un- 
necessary and unwise to exercise this particular 
power. 

(c) the extent of authority that might 
pest be conferred on a National Energy Board , ..« e 

Imperial does not believe that there is 
any practical basis for a National Energy Board in 
the sense of an energy authority, for reasons 
CUpiinedein section Vill, 

ce appears, SOUS thatsillexi bewity 2m 
national policy is essential in order to recognize 
changing conditions, geographical considerations, ete, 
However, there is need for a continuing co-ordination 
of information between various levels of government 
which might well be handled by the Department of 
Trade and Commerce. At the same time, the Department 
could act as liaison between the federal government 


and provincial governments and industry, thus ensur- 


ing a continuous up-to-date picture of industry 
conditions as a guide to government policy, The 
opportunity to review the overall situation from 
time to time before commissions such as this also 
seems desirable. 


(d) whether, in view of its 
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wil 


special relationship to the Northern Ontario 
Pipeline Crown Corporation and the nature of its 
financing and control, any special measures need 
be taken in relation to Trans-Canada Pipe Lines, 
Limited in order to safeguard the interests of 
Canadian producers or consumers of gas; 

Imperial has no comment to make on 
Uihece LOC Lh Chis submission, 

THE CHAIRMAN: I am disappointed; I 
thought we might get some assistance. 

MR, WHITE: I have no comment to make, 

(e) such other related matters ... 

A principal part’ of penta suomiSssvom 
concerns the matter of markets for western Canada 
erude oil which has come under discussion due 
to the recent decline in crude outlet. Imperial, 
historically the largest single individual 
explorer in western Canada, with a high proportion 
of shut-in production, is naturally concerned with 
market development. The views expressed in this 
submission reflect our continuing assessment of 
market possibilities and also our actions over 
a period of years, during which we have undertaken 
very large financial obligations to expand the crude 
oil market and in the process successively dis-. 
placed large crude oil purchases from affiliated 
companies, We have reluctantly come to the conclu- 


sion that the present marketing limits for Canadian 
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crude cannot be economically extended further 
eastward by direct delivery. Should such an ex- 
tension take place artificially, we believe the 
move wouldcarry grave risk to the long-term well- 
being of the industry. 

Our views and suggestions as to crude 
oil production and markets can be summarized as 
follows: 

A. The Canadian producing industry has 
experienced phenomenal growth since the Leduc 
discovery in 1947 and has extended its marketing 
perimeter by: 

1. Heavy financial commitments assumed 
by certain companies in major transportation and 
refining facilities. 

P. Substantial price concessions which 
now leave wellhead prices of Canadian crude 30-45 cents 
per barrel less than comparable U.S. or Venezuelan 
crudes,. 

Se Along with most other industries, Canadian 
crude oil production is currently showing a marked 
decline from previous high levels. In addition to 

the effect of the general economic recession, 

present domestic and export markets reflect an un- 
usual combination of adverse factors, including 
warmer-than-normal weatner, general world over-supply, 
adjustment of excess inventory position, and 


seasonal refinery maintenance shut-downs, Under 
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these conditions, surplus capacity, which usually 
represents normal flexibility of supply, has for 

the present become excessive, 

Ce The longer term prospects for the industry 
are bright. Normal economic markets will grow 
substantially with expanding economies and growing 
population. We believe that in view of the obvious 
need to supplement United States crude supplies, 
drut ole! acrade barriers wiad moti pie sLoncecrun 
limit export markets. 

ibe The problem, therefore, is that of bridg- 
ing the gap between the immediate difficult position 
and. the luture.in such a way .as.to preserve the 
necessary exploration incentive. The necessary usk 
capital to maintain exploration activity cannot be 
attracted by crude oil market volume alone, but 
requires as well reasonable price expectations. The 
Canadian producing industry cannot tolerate much 
further reduction in crude price relative to other 
areas without jeopardizing the flow of capital, bear- 
ing in mind that cost/price relationships will in- 
evitably narrow as more remote areas are tapped. 

EB. The history of development of markets for 
Canadian crude has clearly shown that the great 
overland distance from western Canadian fields to 
markets represents the big problem in meeting 
competition. From an economic standpoint, the most 


attractive markets for Canadian crude lie in the 
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interior North American markets, where competition 
is from U.S. crude; and when competing with 
Venezuelan and Middle East crudes, the nearer sea- 
board markets of the west coast are preferable to 
the more distant eastern seaboard. 

lg The Montreal market, which could offer 

the largest potential new volume, involves major 
permanent pipe line commitments and other serious 
long-term disadvantages which in our opinion out- 
weigh the volume advantage for the following reasons: 

i. If considered on a competitive basis, 
Canadian crude oil at present prices would be laid 
down at Montreal at a disadvantage versus imported 
erudes. Furthermore, this disadvantage may be 
expected sto increase during the life of a pipe line 
because of the inherent cost advantage of imported 
crude. Since neither the producers nor the refiners 
could be expected to make open-end, inflexible 
commitments under these circumstances, it is 
difficult to see how a pipe line could be financed 
as a commercial venture. 

2. if considered on the basis of the 
government giving full guarantees of whatever pro- 
tection may be required now or in the future, the 
results would appear to be: 

(1) higher costs to be met by the consumer or 
taxpayer; 


(445) a complex permanent system of protection 
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leading to an increasingly high degree of govern- 
ment control and jeopardy to the future freedom 
of industry action and flow of new investment 
capital «into the industry. ! 
en We believe the first objective to expand 
the use of Canadian crude in existing markets, 
where because of better economics and flexibility, 
the problems involved are avpreciably less than in 
the case of Montreal, The first of these markets 
is Ontario, where action on the part of individual 
refiners and marketers could provide increased 
outlet for Canadian crude. The second market, 
where a higher degree of saturation should soon 
become possible, even under U.S. import quotas, 
is in the Puget Sound area, as the industry's 
nigh dnventory position (is liquidated and normal 
demand growth resumes. 
Hy It is believed that, along with recovery 
from the business recession, successful expansion 
of Canadian crude sales in the Ontario and Puget 
Sound markets could preserve the necessary 
exploration incentive. 
ls, The most effective immediate steps which 
the federal government might take to assist the 
production and market sectors of the oil industry are: 
1. Revise depletion *eguletions to a 
basis not less favorable than that enjoyed by producer 


of competitive foreign crude. in all markets, 


‘fowiehon: Seek 


, ee el a 
sa tir etl a oo — oT Daas 
) 1 


Aer LE apn RS: okt’ ‘Bene iste yredabet ce 


i 
a 


: 1 
T 2 ; t en nS ah 
J : - p4 + i a ane 4 4 ao ae he 
; i a op ye Dt *%, j u ata ry] as % 
| x. pe ts 4 pris ote! 183 Cae, 
i ( ‘ : 7 
7 * | ° y! i : : 
ay ; 4 - | 
. ae = aa a vati ad’ = 
Ne ae a, aii van ks Eo ee a laa Fi Bot G VA 2 ee 
: ~ i A 
7 A 
{ Ms be i? ag Ms * a. Frere re ea if See) foal 
j ‘ * F eT ' r ee ffa . rel A Pee se tbe st 


2 
x 
- 
a 
: 
oe 
be 
} 
e 
ra 
ey 
= 
= 
me 
LP 


“ 
ste vy me eee A ch] : 
4 ys ca | e > es a i! j ; oe £ nage fo g i 7 
e 
| . i) ts i. yo pr . ty -_ 5 ta 
i d al iS ae Fei = + 
i é Doz ; i MoOcTszaog Ce ee wee Teg 
mt! 
i 
; = plate tae mien Geach Dees Be 
| _ : < Can ew Tye tae | aie ie “Tags mate ei ' ba 
‘ee * * iy Ww 
& : ; 
j Par} i. ’ | * * nf t ‘ Sak 1 viet 8 J Py 
iv rat Mees i ee aT eee ee © ee ae 
ih ~q yin segs Cees avett. OU teas See ee oro” ORT, 
: 4 eae i 8 iz 3 hig Pad ‘apy tht Be? \ b iH ' ! 
a H * me’ 4 os 
i ager brs) gS) ey feo Oayen oO 
oy ; 
9 . 
ft ec | deaets ie Po 
». ‘A Rit 
" " 4 wee ae. at , ig a ch ” ‘ sigh 
' an 3 we ey Oye a U"T oR ey G. BLA 5 adoiis Sea ton 
: 3, Tea agi . s , 
7) ere 


4 


; ) j + ft 
obit poste Troon GV ies 2% aioe ok e- 


ny | nh | 
| et mo | _bednnes otk: igdhentediy qx | 


mits tetode oF sted hetero si ns a0 “Ebsotie' . “a, 


‘korn wrdediet Lio ahh to aaioeg he st bi knees 


SO: BPRET SL ingest He qos ura 


‘ OO ROT vid. een Pet beers Het aediorses 


ie 


a one ‘ae fiat 


" een i 


ANGUS, STONEHOUSE & CO. LTD. Font @) 
TORONTO, ONTARIO 48 (as @, 


Canadian crude faces competition having an 
advantage equivalent to the favorable U.S. deple- 
tion treatment. The current Canadian depletion allow- 
ance penalizes rather than encourages the primary 
explorer, The depletion problem has been presented 
to the federal government regularly for a number 
of years by the Canadian Petroleum Association and 
by individual company spokesmen, and complete 
information on this matter is available to the 
federal tax authorities. 

2. Make continued representation to the 
Uvs. fovernment on the application of import quotas 
to Canadian oll, particularly after a decision 
is reached on the extension of the Reciprocal 
Trade Act. Such representation should be made 
at the highest level with full attention to the 
future rather than the current position, 

THE CHAIRMAN: I do wish to thank you 
for your opening statement; I will thank you for 
your brief when we have completed it. Returning 
to your opening statement, we do not propose to 
examine you on it but we do hope the statement 
will receive wide publicity in the Canadian press. 
Obviously, what you suggest is beyond the terms of 
reference of: this Commission but it is a very 
important matter in Canada, as a whole, and not 
merely the energy resources of the country. I am 


very grateful that you made such a statement 
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publicly here today, sir, Mr. Pattillo? 
MR, PATTILLO: Thank you, Mr, Chairman. 
Mr, White, I will ask you the questions and would 


you answer them yourself or direct them to anybody 
you wish to answer them, I would like, first of 
all, for you to tell us what you know of the opera- 
tions of Standard Oil of New Jersey either directly 
or through subsidiaries or affiliated companies in, 
first, Venezuela? 

MR. WHITE: Most of this is a matter of 
public record and I cannot guarantee to give you 
the exact figures on any particular phase of the 
operations. To my knowledge, they are the major 
shareholders in the petroleum production and refinery 
in the Creole organization. They produce fuel, refine 
it, carry on a general petroleum business based 
mostly on production and/or refined products. 

MR. PATTILLO: In addition to Creole. wha 
about International Petroleum in Venezuela? 

MR. WHITE: International Petroleum -- 
there is a technicality there -- does not operate 
in Venezuela but it does own 25% of Mene Grande. 

MR. PATTILLO: As a result of that 25%, 
does it have available today for sale, crude oil 
production? 

MR, WHITE: “Yes, it does. 

MR. PATTILLO: What about the Middle East? 


What are Standard's operations in the Middle East 
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as carried on for them by subsidiaries or 
affiliated companies? 

MR. WHITE: First, the Standard opera- 
LLon in. that was 11 3/4 percent of Iraq Petroleum, 
That came about just after the First World War. 
I guess it was Turkish Petroleum that was divided 
up between, the Allies, That carried on for a while 
until just after the close of the Second World 
War when the Standard O11 Company New Jersey bought, 
I believe, 1/3 or 30 percent in Aramco, 

MR PATTILLO: Do you happen to know who 
the other shareholders are in Aramco? 

MR, WHITE: Standard of California, 
The Texas Company -- both, I believe, with 30 per- 
cent. A remaining 10 percent Socony Mobil Oil 
Company. Finally, there is a very complicated 
set-up that exists in Iran -- Standard Oil New 
Jersey has a small interest in Consortium.im 7%: 
2k. 

MR, PATTILLO: Now, coming to Standard 
Oil, New Jersey, does Standard do any producing 
operations in the United States? 

MR, WHITE: Standard, no, but Standard 
in the sense of investment companies, yes. 

MR, PATTILLO: Where are those companies 
carrying on producing business in the United States? 

MR, WHITE: Carter Oil Company in the 
Rocky Mountain area; Humble in Texas, Louisiana, 


New Mexico, and to a much smaller extent, California. 
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MR. WHITE: [IT am advised that the area is 
Liltinois, Indiana and Kentucky, and Carter has 
operations in that area. 

Wishes, : Wig hh By oh Now, what about the Michigan 
area? Does Carter or Humble ship into that area? 

MR. WHITE: Ship into Michigan? 

fa tek Pat ge 2g al lg Bo 8 ves 

MR. WHITE: _ don't believe so. They do 
have some exploratory work’ going on there, but they 
have no refining or marketing there. 

MR PATTI EGLO: Now, On the west coast, does 
Humble supply refineries on the west coast, Cali- 


fornia or in the State of Washington? 


MR. WHITE: IMadon we know: =L Gone rchink eo, 
Per ay Cl, Lor. Their operation is very small there, 


ang actually no means of eetting “crude from Texas 
vo California on the normal basis. I don't know what 
Meese 2S Very “Smal. . 

MR, PATTILLO: Where does most of the oil 
produced Oy Humbie 207 

MR. WHITE: I think most of 24t is refined 
either by Humble itself or in the past -- I am not 
quite sure whether today or not some is refined by 
Esso Standard O11 Company. Certainly in Louisiana, 
and formerly it used to go up to Bayway. dé 
rather think that movement has been discontinued 


now. 
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from Alberta to Sarnia, what was the source of the 
erude that Imperial was using in Sarnia? 

MR. WHITE: Latterly it came from two 
sources. Originally it was entirely the mid- 
continent area, generally speaking, and latterly 
Buppilemented hy? Tlilanora: Latterly we were bring- 
ing about 20,000 barrels of our own crude there. 

Men PATE EGLO When you are talking about 
this mid-continent and Illinois oi1, was that coming 
from a subsidiary or an affiliate of Standard? 

MR. WHITE: That was purchased from Carter. 
Maat. was 100 per cent from Sarnia. 

ME PAR PILLO: Now, where is Imperial ob- 
taining the oil which it is presently using in the 
Halifax refinery? 

MR. WHITE: Leis ph chink, wenci rely 
Venezuelan; certainly largely Venezuelan, and I be- 
tteveraimosu alla? notbcentirely ail, purchased 
from Creole Petroleum Corporation. 

Mice A bas And is that under long- 
term contract? 

MR. WHITE: NO SCONTRACT “existe yr that is 
what you mean. 

Vile se A PEL Lis What I am going to refer 
to is the statement you made in your brief that, 

prior to the sale by Imperial of its interest in 
International Petroleum,provisions were made so that 


you were assured of future supplies. 
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MR. WHITE: We have an assurance, we have 
a letter, It might be a contract; it has never 


been formalized, and we have never had any trouble. 

MATa LO: Has there been anything 
said about the period of time that it might exist? 

MR. WHITE: Twenty years was the period 
s6éL forth in the letter. 

Pitre: SO): Twenty years from when? 

MR. WHITE: Uwe Sa lenOlo vee tne co en 
Petroleum which, if I remember correctly, was 1948. 
Hniererore, there are tén years to run of the con 
iach earn 

MA PATI EULO: Is there anything in this 


letter as to the quantities?’ 


Mi WH ETE Yes -- far in excess of what 
we need, IL might explain that at that time we 


didn't have any Trans Mountain Pipe Line,and the Van- 
couver requirements were added into the total, anda 

as a result we are amply covered for whatever we 
want. 

ME PATTLLLO: You mean by “amply covered 
that you won't want, but what I am trying to find out 
is whether, you are obligated to take your supplies 
from Montreal and Halifax? 

MR, WHITE: MvGiscussing vole partlrcular 
problem we have given no weight to the contractual 
Seplagetion. to buy-oil from Creole. That doesn't 


sound very good, does it? 
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MR. PATTILLO: In any event, you don't 
want the Commission --- 

MR. WHITE: We don't want you to feel that 
there is any influence of a contract with Creole in 
the obligation, because no such contract exists. 

MR. PATTILLO: Are all the supplies re- 
quired by Montreal all crude coming over the Montreal 
pipe line? 

MR. WHITE: Yeo, cenerawiy. There might 
be an occasional car comes around, but thav would 
be an exception, 

Mi. PAVTILIO: is it all Venezuelan ©0117 

MR, WHLTE: We nave rum other “crudes, 14 
the past but I would say Venezuela is the source of 
Bupply for the Montreal refinery. 

MR. PATTILLO: What is the capacity of the 
Montreal rerinery? 

MR. WHITE: Well, it is either 69,000 or 
70,000 barrels per day. 

MR OPATYILLO: And the Halifax refinery? 

MR. WHITE: Forty-five thousand barrels 
per day. 

MR. PATTILLO: Are both those refineries 
operating at full capacity? 

MR. WHITE: No. I would say Montreal 
is approximately full capacity; Halifax might be 
about two-thirds. Well, in 1956 Montreal was 


ercheduled to run ab full eapacity, Halifax 
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scheduled to run at 80 per cent. 

MR, PATTILLO: Now, how is this oil 
taken to Halifax from Venezuela? 

Me WHIT: lL am ‘sorry; coudd“your have 
that read again? 
i ly al id A RL How is the oil taken to 
Halifax from Venezuela? 
MR. WHITE: By tanker. 
MR, PATTILLO: Who owns the tankers? Is 
Loh Lnperiaie 
MR. WHITE: Well, a variety of people 
own them. We own three ocean vessels at the pre- 
sent time: We have two on long-term charter and 


a number of spot charters that we pick up whenever 


Ma PATEL? hose that’ are Under ong- 
term charter, are they owned by Standard or an 
eaiititiacve of Standard? 

MR. WHITE: iknow one Le not. Two 
long-term charters are from non-affiliated companies. 
MAS ee eas How lone do those ‘charters 
wig 81 Or 

MR. WHITE: Originally ten years. 

MA. “PATI LLO: And they began when? 

MR. WHITE: Two ships expire at dif- 
ferent times; one goes out, off.charter, in 1960, 
and one in 1962. 


MR. PATTILLO: Are these same tankers 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


transporting the oil from Venezuela to Portland or 


is there a different group of tankers for that run? 


MR. WHITE: The same group. 
ME erat) Etaud : And what do you say are your 


transportation costs of transporting oil from 
Venzuela to Halirax per barrel? 

MR. WHITE: IT am informed the statement 
is being typed and it will be here in a few minutes. 
Could you dever that one? 

Min PAT CeLios And the same statement is 
Soins “VObring me iniormation as to Venezuela and 
Portland? 

MR. WHITE: T-am sure it, practically 
speaking, will. 

MR. PATT LILO: Now; CALs pipe. Line. of 
Woled the Snell O1!l Company spoke to vse, the Prorv-— 
land/Montreal pipe line, Imperial has an interest in 
that? 

MR. WHITE: Yes, 36 per cent. 

Ma PATYILEO: And what do you say as to 
the figures that were given to us by Shell as to 
Gye taritrs on that line; 6 cents for the U.S. 
portion, 3 cents for the Canadian portion? 

MR. WHITE: I have no reason to quarrel 
with them; they sound right. 

MR. PATTILLO: Have you any difference 
in your Isading costs or are they charged by the 


pipe line company? 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. WHITE: Do you mean unloading of 
ships at Portland? 

May PATTELEO: Yes. 

MR. WHITE: They are handled by the pipe 
line company. 

NAY PALTIGLO* So the costs would be the 
same? 

MR. WHITE: Identical. 

Mie LATE LoL: Tt would like to get some 
information as to the importation of products. 
in Derrels@per day, what quantity of products is 
being imported through the Maritime Provinces, 
including Newfoundland? 

MRS WHITE: What year do you want, Mr. 
Paver lio? 

MR. PATTILLO: Well, I think probably --- 

MR, WHITE: LORS pores Te 1957s 12, £000 
barrels, products 20,000 barrels daily; 1956, 
21,000; 1955, 27,000; 1954, 20,000 barrels, and 
reas, 15,000 barre ls.. 

Me. Sal Pes What is the ‘source of 
these products, where are they coming from? 

MR. WHITE: These are industry figures. 
I would guess most of them come from the Carib- 
bean area. I don't know where they get the 
material. 

MR. PATTILLO: Do you people import 


into the Maritimes or Newfoundland? 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. WHITE: Yea’. 

MA. PATIEIELO: Where do you get yours 
from? 

MR. WHITE: Basically the Caribbean area; 
sometimes the U.S. Guif. 

NSS ae oat De Sa DPT, Be And are those products ob- 
tained from Standard or a company associated with 
standard? 

MR. WHITE: Generally speaking, yes. 

MA. PATTILLO: We Will come to the, Pro — 
vunoe Gr Quehec, What is the situation there 
regarding the products? 

MR. WHITE: Industry Pisures: again, eoine 
backwards: 1957, 28,000; 1956, 23,000; 1955, 31,000; 
1954, 24,000, and 1953, 13,000 barrels. AlZ these 
are barrels per day. 

Mire PADELULO: ts Imperial importing any 
procucrs into the Province of Quebec? 

MR, WHITE: Yes, we are importing furnace 
CLL, 

MR. PATTILLO: Where are you getting them, 
where are they coming from? 

MR. WHITE: Generally speaking, I would 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. PATTILLO: Or from Standard or one 
of its affiliates? 

MR. WHITE: Generally speaking, yes. 
mere are exceptions to both those statements. 

Mee eer PED OOs Lt suppose you mean, by ex- 
ceptions, if it was not convenient for one of the 
ariiiiated companies to supply, then you would buy 
om the open market? 

MR. WHITE: Or if the price was complete- 
ly wrong, we would buy on the open market, too. 

We have done that, believe it or not. 

Mi ePATTILiO: What about the Province of 
Ontar.o ‘and the- amportation oF products? 

MR. WHITE: Would you like the figures, 
again? 

Wie PATTLGLO: Please. 

Mies WHT: tO LOS. GeelLae- s.000 svarrete 
daily. 171956,.-25, 000. barrela maisysuin 1955, 
ao O00 barrels daily; in 1954, 24,000 barrels 
daily and in 1953, 26,000 barrels daily. 

MR, PATTILLO: And has Imperial been im- 
porting any portion of that? 

MAR. WHITE: Yes, we have been importing 
some heating oil but, particularly, aviation gaso- 
LE oh 

bin -SPATTILDO: Where are you getting that? 

MR. WHITE: Toledo, Standard of Ohio, I 


believe. I should point. out; tor the record, that 
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ANGUS, STONEHOUSE & CO, LTD. 
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that is not associated with Standard of New Jersey 
in any way.. 

MR. PATTILLO: What about the Prairie 
Provinces? What is the product situation there, 
in the industry? 

MR. WHITE: Very, very little, Mr. 
PacuLliG, With all this special Ssturi. For 
example, last year, in Maritoba, we imported 
2,000 barrels a day -- the industry, rather. In 
saskatchewan, 1,000 barrels a day and in Alberta, 
, QOONDarrels a cay... That is peanuts. 

MR, PATTILLO: What about B. C.? 

MR. WHITE: Dic avy DOUG yh aes 
in 1957, 14,000 barrels a day; in 1956, 16,000 
barrels a day; in 1955, 14,000 barrels a day; 
in 1954, 16,000 barrels a day and in 1953, 26,000 
barrels a day. 

MRS PATTLGLS: Now, Mr. White, since the 
market for Canadian crude began to Tlurf off, ‘have 
you or anybody in your company given any considera- 
tion to whether or not imports coming into Canada 
for the industry might be curtailed in any way to 
assist Canadian crude sales? 

MR. WHITE: Tiat is the besis, © think, 


of this intermediate case, in part, Mr. Pattillo. 


Yes, we have been giving consideration to that. 
MR. PATTILLO: Have you given any con- 


sideration to trading with Standard or its associated 
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companies, crude for products that you were bring- 
ing from them, trading crude into the United States? 

MR. WHITE: Frankly, logistically speak- 
ing, that would not be at all helpful. If you 
are going to do that, you might as well buy their 
products and sell them crude. Standard does not 
happen to be in an area where they would need, 
want or be able to use Canadian crude. 

MR  PATTERLO. Carter is not, either? 

MR. WHITE: No. 

Mie PAL LAs HUNDLe Ss Noo et on ares 
where it can use Canadian crude? 

MR. WHITE: Definitely not. 

ME. PATTLLLO: Have you inquired into 
what has been the policy of Carter or Humble or 
Standard in the United States as to the quota re- 
Spruculone OM Loreen Ol LD aincludime  Cenadian vol 
going into the States? 

MR. WHITE: Well, . don't think 216 needs 
much inquiring into to be able to say, without 
knowledge, but to say that Humble has always been 
very conscious of the U. S. producers! position 
and does not like imports, I think i might say 
the same thing about Carter, but they are in a 
little different position, being inland more. - 
would think they would both behave quite naturally 
and be ‘agin’ imports. 


MR. PATTILLO: So you would expect them 
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to be down in Washington, beating the drum, along 
with the other boys? 

MR. WHITE: I don't think you have to go 
to Washington to beat the drum. 

MiVcereA VELL May I find out about this 
products line between Montreal and Toronto. Has 
Imperial any interest in that line? 

MR WHITE: No, we have not. 

Mia PATTI ELO: Does Imperial ship any 
Droducts over Lot? 

MR. WHITE: No, we do nov. 

Mier ek dO: Does Imperial bring any 
Sp shervvreducts which 1t refineswin tae Montreat 
refinery into the Province of Ontario? 


Mes White: Yes, into the Ottawa Valley 


area. 

Ma PATTILIO: Do you do that by tanker 
fa Rah oye Ba bel ty 

Ving WHETH: Le Pe wormally done by rac, 
or UPuck. We had tankers at one stage. 

Di ee is: Has Imperial any tankers 


at the present time which it owns or any sub- 
sidiary of ib owns on the Great Lakes? 

MR. WHITE: I think we have about ten. 
I find we have thirteen of that type of ship. Two 


happen to be operating coastwise in the Maritimes 


and the balance of eleven are working on the 


Great Lakes. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


ms Pare LULOs Could these tankers sail 
through the St. Lawrence, at the present time? 

MR. WHITE: Of those on the Great Lakes, 
alt Dut. ones 

MR. PATTILLO: Can? 

MR. WHITE: Yes. The newest one was 
built having in mind the St. Lawrence seaway. 

MR, PATTILLO: It will be able to when 
the seaway comes in? 

MR. WHITE: The others can, in present 
channels. 

NS (Pes What is the capacity of 
these eleven tankers? How much oil can they move? 

MR. WHITE: Rach of them is about 
20,000 wi ce, O00 Darrel sucapaci uy. Multiplied 
by aeleyouw haves 200,000 barreis,  aliwal once, buL 
Rie. we not. avdaily, capacity fo fure, obviously. 

MA. PATTILLO: I was going to ask you: 
How long does it take a tanker to load and go to 
Montreal from Port Credit? 

MR. WHITE: I would not have any idea. 
Evean find oucsfor you. thouch,, 

MR PATTILLO: Right. 

MR. WHITE: DUR as. eet ou ano mizid; 
we would rather have that figure correct. 

MR, “PATTILIO: I would also like to know 
how long it would take from Superior to Montreal 


and from Sarnia to Montreal. 


| ae des 
T n - : 
y ; : fies ; baer g's: bi rue a a 
| Spa pbeesiiat abot buon), OG 
y )* xy Pe oh ATV a: 1" 


a i 
: in 


C 5 " Te ~ Of 
ee ei +4 ‘fy sy GS sue ay ny ap | alate wail oe 302 Bed oie 
7 7 J - | or : : , ; ; le : he ak ; 
. ores ae ee sick Opa aah A ee ‘eins h 
RMR SU Ge HOS Suns), A ee seb se ri ar FP § : 
: i ' si at ' - 
al B64 
t 


& 


eet, uh ‘EE8 


rp 


= 
au 


mw 


% i: ~ : . ; : 7 a4 
>. ih ORO -Yewseea-: ere 


oF jy pew ae bie 
7 ie ioe 0 | bi. duet New 


1 she aie 


2 oe 
he Pah" | t i il) RT ore ay i hare: CNG. ite ae 
iy / £ a ‘ 1 Po 2 
a : - Me : 3 dion te moh oe ie ewe Pa 4 
4 , 
Par et bfgt 7 
ays ‘ 2 Ra ie ad me oa pe ee bs, ee 
: ot ay fs * 2 Ciel eee Pk ee , YE a S pha 
ye, , ey ky Ce ae, Wea: Ole VEE “4 WO" 
{ M a 
hy Pare hs en ae fc bray : ; 
oy a OTL re Bee oa OD. Apt Bet ge gine oe) Be ae Ty 
{ Y - Eyre hee Wud ee "Bio Sih ett ee MR ae a od LP bl ae . a ne! hea eer Sa pee § are? af 
: y , no 7 
Pt : A 
{ ti Goa Ma era (0: Rohs ta ed 
M o ) ® ; ty mie eS rar j% i pal ci | » ae i Tat foe ee i ¥ “Tir 
ia ray 4 te Pe { Pane h, uy { . 7. ee oe as f 3 , 
; . i . ip ot a a he W ih ata ie bee alee or oe 
| r i 
F ‘ 
We fe i aoa iste ‘ > 
4 ee oS ee, ee woh eee See ee - i j j ue £ 
| nr? i Ione A ge 7 Ae i ek ae Pal he: [res + ai im aT m i a 
| SD Res Ga cae teatro (a ebay SAE Ob. mel OeE Oo 
: ’ ay 
r . : f mae . 
4] bua i. 6 


De MEE hy Cote UNF Get Beh 1 1 | We i" + 8S ret : 


A 7 sta ee : : i 
gh ey ee wit wos fie Peo ao he bi “4 ) eee Gee spans wey Ch 
, ao Ol Yom: even Pot Bie. Toc ye eee 
‘ ‘ : a as : 


a” AD, Oe biel eee Dele naihee ere eye ye See shaun . 
; 7 Ce | an ae teay OLts. “7h i Pye Ga Pee lena a i aye: p f 
‘ H i j , ’ ; ; A, ‘ 4 then P 


is 7 elk oe ak Sar : ig 2p oncamitien Am roe 4 


cau voy: 2G isthe saa ae = T's 


avait fom : 


i ear, Pt Meee | “ts 
“W@cl cat” webs onda Gis, pees, 


a Tt eee 9" rey Oe: erates 


yOu 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. WHITE: In this size and class of 
ship, approximatey seven to nine knots range, or 
six poreiene. we will give you the information 
on that basis. 

Na PAL YT Eis Do you know what it 
would cost, per barrel, to move crude from Port 
Credit to Montreal, by tanker? 

MR. WHITE: In this size of tanker, we 
would have to get an estimate made. Apr apet uy plese 
enyuning tna anybody is doing, I don't believe, 
or, if they are, I am not aware of it. 

MR. PATTILLO: Well, if you would get 
me the approximate figures, from the three places 
IT have mentioned to Montreal. 

Now, what about other tankers on the lakes, 
not owned by Imperial? Are there a large num- 
ber of tankers which would be available for the 
Carrying of crude oll on the Great Lakes or the 
Du. Lawrences River? 

MR. WHITE: Peau G pelieve S07 ime! 
fact, the tankers we are talking about are all 
intended for hauling refined products. LE Syou 
Wien to do it for one product, you have to take 
it away from the others. I would say there are 
no surplus ships of any consequence that could be 
made available for this service without dis- 
rupting the other products. 


MR. PATTILLO: What do you use tankers 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


for at the present time? Do you use them to 
Supplement your products pipe line from Sarnia 
to Toronto? 

MR. WHITE: Well, it could be used for 
that but, more particularly, they would be for 
going up the northern coast of Lake Huron, 
Georgian Bay, Superior and down the St. Lawrence, 
too. They are in different services. 

hates ar Se ONS OE as any consideration 
been given by Imperial O11 or any other company 
that you know of to make an agreement between the 
refiners in the Montreal aréa and the reliners 
in the Toronto area, whereby the products pre=- 
sently being shipped from Montreal into Ontario 
would cease and the Toronto refiners would make 
arrangements to supply whatever was required for 
the purposes of these companies now dependent 


upen the Montreai refineries? 


MR. WHITE: Welly Me, Pautiito, that is 
a 20ru «ct Bhorny QuesuLon, I don't know how you 
Sbacb that. sort Of operation, really. I think 


it Le Soe from individual initiative, possibly 
sparked by the hearings of this Commission; but I 
don't think any one company would like to call the 
industry together and say, "Let us shut down 
capacity at one place or another place." 

I don't think that would sit very well 


with Mr. McDonald. 
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ANGUS, STONEHOUSE & Co. Cro 
TORONTO, ONTARIO 


MR. PATTILLO: Would you like him to do 


J 
Gi 
SD 


MR. WHITE: There is a problem there, 
Mr. Pattillo, that we are giving some thought to, 
and [ am sorry I dco not have the answer as to how 
tO go about it, right now. 

Ma PATTILLO: You do agree it is some- 
thing chet should be worked out? 

May WHITES Ones Seain wrenatae One. of 
the bases of the intermediate case we have in our 
submission here. 

Mas PAPEL: Can you help me regarding 
the refineries that are in reasonable proximity to 
the Interprovincial Pipe Line and are in, the. United 
States, as to their capacities, who owns them and 
who their suppliers are, if you know that? 

Ma s« WHI in hen wikacerprovinelad pipe 
line, let Us. start apith Toledo. There. are four 
plants there, the Guif Oil and Refining Company, 
Tete ay We ,000 barrels, Incigentalliy, this 
is published maverza . 

Then there is the Pure Oil Company Re- 
finerv, 33,400 barrels daily and Standard of Ohio 
at 23,000 barrels and Sun O11 Company, 95,000. 


MR. PATTILLO: The Sun Oil Company at 


95,000? Is that the same Sun Oil that has the 


refinery in Sarnia‘ 


MR, WHITE: PS Sure ay ts That seems 


‘ 1 i. & 
jl OFG) 2 oe m be 7 iphes Hip ogy aay GE Es PG, 4 Av ef 


pT. oer: ERENT ENE RTE. Sa eae A eee ae NES ia ed 


i wee Boks Se oe AP 7 
fy ‘ t d we Oh = « io ele Ga 0% Gog . 
i A 
i” ‘ 2 
4 ? - =] if ee a ai \ ‘ r ; Pu ‘ iG ‘ ; 
. bw el we rallies ove ete, + ue } ope mee . 9a") 
A bee ce fs a ' ce * 
, 
; } 
: be =_ Rae. aries ‘ 
a : vid) oy fe (abe var \ 
PO) A Se ES SY was” 
nT ' 
? . I 
1d ee 
14 ‘ bY 5 i wet + | ce n a hy i Pal i § ¥ 
4 _ - ‘pe sy tk P . cae =* i as @ 
: ‘- a iy iw 7 . f ' 
iy fit v - ( , I f Y : ees ’ oe 4 {4 
: J 
ee we ages ey ohy Re fre 
a eee TIO’ eS TG ie 
I 
\¢ i ri Fi vf it ant 
= ade } ; } a ed! SPP er a 
Te x 
iw wi d rid } i { orice eee » ie rama a ? 
+ i ahs i eRe ee ne ee ye Pregry i 1 39 ana 
- ‘ 
is ka inf at Reet 
f hy P oy a pt? Te Pn go TA eid ak. Ceo AR 
. » ae it be i ae Oa 2 POS ocnL Bin 
rewena! Naa a ae obi eae 
i 
en a, Ms J i ue ae OB | . i ty > - 
4) | ea { A) la y ‘ 
, wr J 1 + i 
1 i a ihe é ' be A. ed aa yp r = 
Me 
I 
; ‘a i lad 6 
e “ i « 
my 
{ i 
' 
in P 
" ; [4h tary } . de ua} { “aret 
i ° 4 ba iS mas ' | « of Me 
: ate 
eae ai its | Fen 
\ » Voie ; t i J mf Pi We mM jor 7 ay q*] aon be ctnat 
meter | (Seeds aFoaig: | 
‘ ' 
ae q - . - 
( ory cs i ; fa. fe y = D ss Li ' 7° 
: i ¥ “ AD ek v * ‘ i@ , rj 0 yr Le 
s Aol mind OO0~.,50 ds bare 
Ua 
i, ’ it - 


, 
‘i ti 
. Oy WP ce? oe eK ant es f is eS *s 
l'¢ ‘ 4 10's ry 7 eh ' | _ 
rn — eo i on ye f A o 49 | 


| 7 pa” y o - " P eee a A 5 i i ny ’ | he : a . ‘ an 5 
1 CD ho) Pee bo Dasa SBT tts Bani nd Ree ete MTSE ag 
Pi! OQ Re aoebeert) game eaieet : 2 oe pad 
: i F wan ala 5 OOO ar eka ai Bes Ti re GOs, ee 
if Sy F bls i wow 0, ¥ ‘a % er oe - ? es aA Fin Bs 
: i : " i Mf =) rao a . f t yy if vane 7 a , : : 
Tn Be eat ¢ sa Satis a bite “tpl “sag . ap 


} Bul dott 
ieee. 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


to be a very -- let us check that figure. 

Well, we will proceed into Detroit. 

MAS PALIT TEL What is the refinery picture 
there? 

MR. WHITE: There are two refineries 
there, the Aurora -- I do not know what the rest 
of thav name 18 ).\bus it isthe Aurora, Rezrinery, 
44,000 barrels a day, and Sunoco Mobil, 29,500. 

Mis PATE IILO: Would you proceed and give 
ws any others? 

MR. WHITE: May Lvconiarin that “the “sun 014 
eapacity is listed at 95,000 barrels in This publi- 
Cation, @ther O12) and! Gasi dournal of March 4, 195¢c., 

Mieco Parr Les Have you any indication 
in the publication you have before you indicating 
the source of supply they have for their crude? 

MR. WHITE: Lemna LALO TOU. 

MR. PATTILLO: Do you, or does anybody in 
your organization, happen to know it, of your own 
knowledge? 

MRS PWR Only by inference and so on. 
LT am quite sure that the Sun refinery is supplied by 
the Mid-Valiley Pipe Line from the Gulf Coast area, 

lthough I do not know that except that it has to 
De. 

Ma PATO T OL: That is the same pipe line 
That comesryun Toethe’ Sun refinery at Sarnia? 

MR. WHITE: Not exactly. There is 


another pipe line connection in there. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. PATTILLO: And is that pipeline owned by 
the Sun Oil Company? 

MR. WHITE: Are you referring to Mid Valley? 

MR. PATTILLO: Yes. 

MRS WHITEY No, "it is partially owned by Sun 
ell. 

Me  PATTILDOS “ Partial y. 

MR, WHITE: I do not know what their interest i 

MR. PATTILLO: You told us about the Detroit 
area; have you got a refinery capacity? 

MR. WHITE: I have Chicago here and that is 
S00Ue It. 

MA, cADPR. ~ Give Ws Cnicaso, 

MR, WHITE: It is quite large; 414,000 barrels 
a day. Do you want the names? 

MR, PETTILLOY “Yes. 

MR. WHITE: Cities Service has 53,000 barrels 
a day; Sinclair has 111,000 barrels a day and Standard o 
iioileare nas 215,000 “parrels "a day and Mobil has 35,000, 
That gives the 414,000 barrels a day. 

MR. PATTILEO: “Ss Standard “or Didiana in any 
way associated with Standard of New Jersey? 

MR. WHITE: Standard of ‘Iridiana is not related 
to Standard Oil New Jersey in any way. 

MA, PATTIDLOY “And Mobil nas a refinery in 
Chicago. 
MAS WHITh. ~ Yes; 


MR. PATTILLO: Now, Mr. White, am I correct 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


in thinking that Mobil is carrying on as a producer 
in the Province of Alberta? 

MR WLR: Yessy sir 

MR, PATTILLO: And what about Sinclair? 

MR, WHITE: Yes, they are operating as 
producers. 

MR, PATTILLO: ? Wheat abeouvets tics: Service? 

MR, WHITE: Yes, 

MR. PATTIGLO:> And 1S" Cele sepervilce-alse 
building a refinery in the Toronto area? 

MR. WHITH: They*are. 

MR. PATTILLO: Now, since the Canadian 
market for crude flopped off, have you or has anybody 
in’ Imperial Oil approached any of- these Tour companies 
in the Chicago area to see whether or not any arrange- 
ments could be made for them to take some Canadian 
erude® 

MR, WHITE: No, we have not, Mr. Pattiilo, 
not recently. We have not got a pipeline into Chicago. 

MR, PATTIGLO: iow long a line would have 
Tepes Duss tnrouen THVErprovinelal inte -Chicasoye 1g 
you could get them to take it to Chicago? 

MR. WHITE: We would not want to sell crude 
im Chicago "at the price weeould receive for land 
that is probably the basic reason why we do not have 
@ pipeline, 

MR, PATTILLO: Let us come to the Detroit 


situation; is the Socony Mobil crowd that are in 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Detroit the same people you made this deal with whereby 
you are exchanging 11,500 barrels a day? 

MR, WHITE: I beiteve so, 

MR, PATTILLO: If they would exchange from 
one place, did you ever try to see if they would ex- 
change in Detroit? 

MR. WHITE: Well, the elements of the exchange 
WePwould’ make with: them: dotnotwexisy ainywDetroit., We 
were taking Venezuelan crude around Puget Sound, In 
the case of Detroit, there is no Venezuelan crude. 

MAD -PATTIDLOSS busi you, mbehts conceivably, 
be able to make an arrangement that you would take a 
little more Venezuelan crude from them and they would 
take Canadian crude in Detroit. In any event, you 
have not considered it? 

ME, WHITE: SNowinotcdn thatboweay. We have 
been in touch with Aurora consistently and often and 
have not been able to do much with them. 

MR. PATTILLO: On the question of price there, 
em a correct an thinking yourshould be wble to put 
Canadian crude into Detroit at a competitive price? 

MR, WHITE: It would be pretty close ‘to being 
competitive; we have some figures on that. 

MR. PATTILLOS “Yow are not ready to give us 
those now? 

MR. WHITE: Not unless you wish to wait; we 
will have to look for them. The best we can do, we 


can promise to give them to you. We do not have them 
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worked out; possibly, because the pipeline is not 
connected to Detroit. 

MR, PATTILLO: That would only be a 60 mile 
extension to put it into Detroit. 

MR. WHITE: There is no problem there for 
Standard. 

MR, PATTILEO: Apout Toteue, Mave Vou sever 
approached Gulf, which is the parent company of B.A. 
Oil as I understand, to see if they would be interested 
in taking in Canadian oil for the refinery they have 
in Toledo with a capacity for 42,000 barrels a day? 

Ma. WEITER: We have Toc. 

Wine PATTICUOs “Or Suny 

MR, WHITE: We would give you the same answer 
on all four Toledo refineries except in the case of 
Sohio. We have made an approach to Sohio. 

MR. PATTILLO: When was that approach made? 

MR. COGAN: My most recent discussion on 
that was sometime last year at which time they indicated 
they did not feel the price sufficiently competitive 
to undertake it. 

MR. PATTILLO: Did they give you any indica- 
tion what price they would be interested in? 

MR, COGAN: They felt it was a changing 
situation and, while it was close, they did not feel 
at the present time they could take it. Frankly, they 
had not lined up their source of supply and we were 


attempting to get our Venezuelan in. 
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MR, PATTILLO: We know that Gulf, through 
B.A., has large production facilities in’ Alberta. 
What about Sun; has Sun got very much out here? 

MR. TWAITS: Not too much, 

MA, PATTILLOY “Buc they are nere in Alberta 
as a producer. ‘What about Ssohio? 

MR. TWALTS: They are in Alberta as a 
producer, 

MAS *FATTIMEO:” An@d-enirs other*one,; “Pure? 

MRS PWALUSy® Pure-also*i1s nerve in Alperta. 

MR. PATPTILLO: All of these companies are 
here with production and would you agree with me, 
Mr. Cogany that: Canadran"crude should be’ able’ to be 
hatd, down av °Troledo an competition wlth" ULs. crude? 

MR. “SOGAN? “Our fieures would indicate 
tia’ Lor roledo ane Detrorr there ora OL rerence yin 
the order of 10¢ a barrel if a line were built into 
PAS area; 

MR. PATTILLO: Would you agree, a much less 
disadvantage exists than in trying to take Canadian 
OLL Minto Montreal’? 

MR, COGAN: Definitely. 

MR, PATTILLO: "And ’do you agree, if you 
eould put Canadian oil into Toledo and into Detroit, 
that the quantities you could put in there would be 
comparable to the quantitites that might go into 
Montreal under Mr. Brown's scheme? 


MR. COGAN: ‘The refining capacity is of the 
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same order, yes. 

MR, PATTILLO: Would you, as a large 
procucer in Alberta, be prepared to make your price 
competitive in Toledo and Detroit to capture that 
rarket rather than go to Montreal? 

MR. COGAN: We certainly feel we could 
do better with our line than in Montreal. As pro- 
ducers, we would expect to net back a better figure. 
We would expect the price could be established at 
a higher level for movement into those areas than 
in Montreal on a competitive situation. 

MRe PATTIELO: “What tam having difficulty 
in understanding, if you want to go to Montreal, why 
haven't you been going around hitting these fellows 
over the head to make them take their share? 

MR. COGAN: We have been selling crude to 
an extent considered reasonable and we feel there are 
some problems the rest of the people should look after, 
TOO. 

MR. PATTILLO: Can you tell me whether the 
pul Nas any producing facilities either directly or 
through affiliates in Venezuela? 

MR, COGAN: I believe that they do have some 
interest in Venezuela but I could not say for certain. 

MR, PATTILLO: What about the Middle East? 

MR. COGAN: § Tvam not sure. 

MR, PATTILLO: What is Gulf's situation? It 


fe in Venezuela, is. 1t not? 
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MR, COGAN: Yes. 

MA. PATTILLO: It’is in that Same company 
that International Petroleum has an interest in, is 
that rignv? 

MR. COGAN: Yes. 

MARS PATTIEEO?- "Der you know anything abou 
Pure and sohto;*are* they in Venezuela? 

MR. COGAN: I believe that Sohio has some 
interests in Venezuela; Pure, I do not know. 

MR, PATTILLO: And the Middle East, do 
you know anything as to the operations of Gulf, Pure 
and Ssohio? 

Mie COGANT Gulr “are an the Middle East and 
Sohio, 1 believe, has a very small interest in the 
Tranian Consortium. 

MR. PATTILLO: What can you tell me about 
the refineries in the San Francisco Bay area? 

iis Wiel: “he -oniy intormatvion.- again, 
comes from public sources and are as follows: Shell, 
55,000 barrels a day, Standard of California has a 
refinery, 167,000 barrels a day; the Tidewater refinery 
ac Avon, 10/7; 700 bDarreds a day making @ total or 
329,700 barrels a day. 

MR, PATTILLO: During the Suez crisis, were 
any of those refineries buying Canadian crude? 

MR. WHITE: I believe they were. 

MR, PATTILLO: Do you know which ones? 


MR, WHITE: Tidewater and Standard Oil and 
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Standard of California. 

MR. PATTILLO: Am I correct in thinking 
that Standard of California has recently announced 
lies eoinnrte bublidla arerinery) in dew Brunswick 
in association with the Irving interests? 

Mi. WHITH: (¥ess 

MR, PATTILLO: And it has large productions 
in the Province of Alberta; is that right? 

MEAD eWHETE: Ohh Dellevyerso: 

MR, PATTILLO: What about Tidewater; have 
they any production in Alberta, directly or indirectly? 

MR, WHITE: None at all, I am told, but they 
do have some in Saskatchewan. 

MR, PATTILLO: They have some in Saskatchewan. 
Have any approaches been made, to your knowledge, to 
Standard of California or to Tidewater to see whether 
or not they would be prepared to resume taking Cana- 
dian crude in San Francisco Bay? 

MR, WHITE: Periodical attempts have been 
made. I do not believe we feel optimistic about 
selling them any crude in san Francisco at this time. 

MR, PATTILLO: By reduction in the yriewen iad 
rates on Trans Mountain, Mr. Morrison told me there 
would be no problem about making Canadian crude com- 
petitive in the San Francisco Bay area. Would you 
agree with that statement or Mr, Morrison's? 

MR. WHITE: I think we will have to see oi 5 


he does reduce his tariff. I will have to check that. 
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We have some figures here which indicate that Redwater 
crude in the long run position is just about compe- 
titive in San Francisco now that the pipeline tariff 
quota is 40¢ a barrel and I think that is presently 
lower than the Trans Mountain tariff. 

MR, PATTILLO: No, it has been cut. 

MR. WHITE: It is 40¢ a barrel. 

MR, -PATTILLO: |So; if would be competiuive 
if they further cut the tariff another 10¢., 

Mr. Cogan or Mr. White, would you agree 
with me about this: if you were applying solely the 
natural laws of economies and buying where you could 
get the cheapest product, Canadian crude could be 
very much in the picture for the refiners in Detroit, 
Toledo and San Francisco Bay. 

MR. COGAN: I think you would be quite 
close assuming you had the lines into Detroit and 
Toledo and the San Francisco area; over a long term 
penloo, ney probably coudd.. Today San Francisco 
would not be ea eames with the question of the 
lower tanker rates which can be secured and also 
the matter of foreign exchange. These things are 


real considerations in short term factors. 
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MARY PATTILGLO:™ Woulag ae be Tair to say; 
from your experience in the business, that -- take 
Standard of California -- if it wasn't confronted 
with pro rationing in Alberta it probably would be 
shipping, if it were dealing solely from the stand- 
poime of economics, Alberta orl to its San Francisco 
Bay "refinery? 

MEY COGAN? 029 don't “bhink tt would *rodeay. 
Loam Sil? -eoule probably cecum amche future, 

MR. PATTTILLO: I-am-rather interested in 
tas CSunCOLL’ Company. AmeL«correct in thinking 
that sun O11 is presently importing the greater 
bulk of its requirements of crude? 

MR, COGAN: I believe that Is correct, 

MR. PATTILLO: And have you ever talked 
to them about that subject? 

MR MCOGHN 2 = 8¥es: 

MARS PATTILLO: “Thay Dern ’or-ar "economic 
Giine rom heir standpoins; your crude. is cheaper, 
18 Lt not, laid coww "Sarnie' than Américan crude? 

MR, COGAN: It should be laid down at the 
same price. Now, they, of course, have certain 
facilities which would be rendered valueless if 
they used all-Canadian crude solely. 

Mae PATTILEO That te looking at 22 
from your own selfish interests, 

MR. GOGAN: I wouldn't put it that way. 


tT don't think that is quite correct. If you have 
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heap without having it showing some effect. 

MR. PATTILLO: Well, what I really wanted 
to say is that it is not merely the question of 
the laid-down price. Whether one is considering 
whether to buy or not, a refiner has regard to 
his own investment in plant facilities and pipe 
line or tankers which might be completely obliterated 
by using a pipe Jine of another. group. 

MR. COGAN: £ think you would«call it.a 
basic. @conomi cy considerationy ~Ltiie uneconomic, 
obviously, to throw away useful resources and not 

give some consideration therefor, 

Miz, PATTIELG: And. thats ie: onenof the 
reasons you came up with a laid-down price of 3.34¢ 
as opposed to Mr, Brown's laid-down price of 3.16, 

MR, COGAN? Yes, Frome. natural .economie 
standpoint. of a refiner; it is a: consideration that 
has to be taken into account. 

MR, JPALTPELOs in other words, vyrou vare 
going to look apeyour Tacilivies that are presently 
in existence and you are not going to have regard 
solely to a laid-down price but you are going to 
have regard to what it is going to cost you to use 
that oil. 

MR. COGAN: I believe that is natural. 

MR. PATTILLO: And that is when you are 


an existing facility you don't throw it in the junk 
looking at it from the standpoint of the Standard 
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organization; I would say that that is probably 
why you want to continue to use foreign oil in 
Montreal, 

MR. COGAN: No, it is nothing to do 
with it. We are looking at our own situation, 

MR, PATTILLO: Would you agree with me 
that it is more profitable for the Standard organiza- 
tion to be using Venezuelan oi in’ Montreal than 10 
would be if Canadian oil was used in Montreal? 

Me, COGAN? “thank «cheat is propably true, 
Me, Pattrito. it depends what virtue you put on 
expanding a Canadian company, what value you put on 
acs 

Mi, LA rOeLe done ty thine we. Wii -Sver 
TINS Wire supiect. Today, our Lam sone 20 come 
tO Gia Be" Doe. oO starting price’ OL™oMl. How as” 
understand it from the Shell representatives, every- 
thing starts with the price in the Gulf laid down 
at New York or the Gulf laid down in the U.K, Now, 
do you agree with that? 

Tine’ COCKE Noe Sri Hou. 

MR, PATTILLO<: Would you please get me off 
on a new starting base? 

MR. WHITE: I would like to read a little 
pLece OY pricing 2nto vnerecora:; DULL you agree 
it is a very complex thing, and in my opinion there 
are very few people are experts at world prices. 


Perhaps that is a bad sort of thing to try and 
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be an expert on. However, here is a study of the 
American Petroleum Institute published in 1953, 
entitled: "Oil Prices in Competition", and you 
might be interested in what the author said about 
the assignment. 

MR. “PATTILLO: Who ts ‘the author? 

Min? WHITE: > ne veuchor ie Me. Harrod 
Fleming. The publication is dated October 16, 1953. 
He says: 'When the American Petroleum Institute 


"asked me to do a summary of how oil prices are 


"arrive at, we thought it might run perhaps 
"5,000 words and take perhaps a month. After two 
‘months the first 12,000-word draft was sent out 
‘in mimeographed form to companies and firms in 
a naueiey toricheckh, munddubyedly there lare 
T 


a few sentences in this final document that were 


"in the original draft, but I am not sure where 


"Chey are. 

"The second draft of about the same length 
"went out about November. Gradually, as comments 
"came in, suggestions for about 150 textual 


"changes came... 


"The third draft came out in February, and 


"it brought out 75 more suggestions, and the 
“fourth drat © i.) Avienis tye 1952: 

"The result embodies the concensus of a 
"host of witnesses in industry about how oil 


"orices are arrived at. Hundreds of oil men 
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‘in all departments of industry have had a chance 
"CO pass on the draft of this brochure, but the 
"story as presented here is mine, with outside 
"writers! views and without change of emphasis". 
This just illustrates the complexity in 
endeavouring to describe the system of oil prices, 
I think we can be fairly expert about oi11 prices in 


Canada; beyond that, I am not sure how expert anyone 


is. The difficulty is that this has been going on 
since the beginning. The competitive forces since 


that time have been gradually changing. The forces 


today are the same as they always were, different 
areas .competing with each other, 


MR. PATTILLO: Now, what I am trying to get 


at 28 this, We Start off with the US Gulf price, I 
am not interested for the moment in trying to find out 
how that is arrived at, but does that price have an 
effect on the price of crude delivered at Sarnia? It 
does, doesn't 107 

Mik, WHHL? “Yess, 2 would. think so, on this 
sense, that the US Gulf is tied in very closely through 
a pipeline network through the mid-continent which 
brivieze the Lidinois price in ciose relationship. S56 
I would say the answer to that is yes. 

MR. PATTILLO: Then we have the price of 
Venezuelan crude which Shell give us and which you 
also mentioned in your brief and you take that into 


Portland, for example. Now, if the price laid down 
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at Portiand of Venezuelan crude in any way based 
on that Gulf price of US crude? 

MR. WHITE: I would say absolutely no. 

MR. COGAN: I would say there is a 
general relationship, but there is no relationship 
over a period of time. There is a constant shifting 
and jockeying back and forth. I would say the price 
laid down at Portland is cheaper than US oil. 

MR. PATTILLO;: Can you give me any idea 
Ol) Une Matirerence 7 

MR. COGAN: 2 can't teal you the differents 
qualifications, but it is dependent on that factor 
of transportation at any given time. 

MA, PATTILLO: Now, as to the Alberta onl, 
as I understand your brief, Mr. White, you say that 
at the present time the cost per barrel of oil amounted 
Go 1 the yioini iyworl $).20, and.chac you have ay 
present some prices with approximately a 100% mark-up 
figure to pay income tax and profits and give you 
money to carry on. Now, i8 that approximately the 
picture: 

MR. WHITE: I don't like the way you put 
that, because we don't mark up oil. You are not 
looking at the period of time over which the oil 
is produced. There 18 a margin in there, obviously, 
because we are still in business, 

MR. PATTILLO: What I want to get at is, 


you say you have got to have a margin to keep up 
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incentive, that if you haven't got the margin there 
will be no incentive. Have you given any study as 
to what is the break-off margin there? You say: 
"A111 right, if it goes below such and such a mark-up 


we have lost our incentive, it isn't worthwhile. 
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MR. WHITE: hat is a matter of judgment 
entirely, Mr, Pattillo, I think we have pointed 
out, in that same section from which you are 
drawing your figures, that the average rate of 
return is between 7% and 12%, We have not taken 
it. back £.nto. terms.of crude. costs and differential, 
so DT. canhotequite understand your question. 

MR. PATTILLO: I was @oine to ask as to 
whether you had any knowledge of what the rate of 
return woudd be for the producer in Texas. 

MR, WHITE: I have no knowledge. 

MR. PATTILLO: Whether he is getting better 
than 2.7% to. 10% return or not. 

Me, Wile? Delite sorry, Locantt tel wou, 

Mie tole tUuLe+. sm ©. correct ine thinking 
THiLSss Resins tae tie prace Jn, the Gulf of ofd 
is partly determined, in the first place -- and 
that is the thing that everybody starts with and 
you equate everything to -- that there will come 
a time when the Canadian Producer, 2Eenis vrce 
goes down substantially, would have to say to 
himself, "There isn't enough margin here for 
me to continue to put my money into exploration 
here. I had better take it and put it somewhere 
elise," 

MR,WHITE: I think we could come to that 
conclusion, if your profit incentive disappears. 


MR, PATTILLO: And in considering whether 
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or not you go to Montreal and make the necessary 

CUL Amethe price OF crude ‘to get there and be 

competitive, could that situation arise so far 

as the Canadian producer in Alberta is concerned? 
MR,WHITE: I think we can answer that 

"ves", Mr. Pattillo, Your Montreal complex, though, 

iS Wie “wus that one cul “Mere ws"a Lov more to 


it than that. However, the answer to your question, 


Bithinky ie “yes! 

MR, PATTILLO: With these costs you have 
mivery US. and. particularly’ thes litcinge costs, the 
Operaving costs, would they"be reduced per barre. 
if production went up? 

MA WHITE. in whe over-all, IT think you 
COUIO SxpeCra reduction, =i varies, “or ‘course: 
but I think the tendency would be -- 

ir. CATT LOLS Vornave oe reduction? 


MRY WHITE: Yes, 


ME, MPAUVILLOe ARGr una t- accounted "in 
some measure, for your lifting costs being lower 
in the early years, when your rate of production 
was much higher than it presently is, today? 
MR, MACKENZIE: Yes. 
MR. PATTILLO: That is a very long answer 
you gave me, Mr. Mackenzie, 
MR, MACKENZIE: It was a short question. 
MR. PATTILLO: While you have the micro- 


phone, Mr. Mackenzie, what are your views on 
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pro rationing and the necessity of it for the 
purpose of good conservation practice? 

MR. MACKENZIE: Mr, Pattillo, I would 
like to preface my remarks on pro rationing by a 
few comments on mineral right administration, 

I think, worldwide, there are two systems: 
first, there is the concession system, with the 
asserting of the mineral rights owned by the State. 
An operator acquires exclusive rights to explore and 


produce any given area, ‘and often it is a fairly 


large area, for a stated period of time, At the 
end of the concession period, everything reverts 
back to the State, and, in this system, the law 


of Gapture “1s an accepved principle. 


Now, the other system is the North 
American system, where the rights are leased on 
a driil, pay or quit agreement, often on small 


trects GL Land, ana, “er eroductvon- 1s Lound, che 


lease is extendable, so long as it is productive. 


In the final analysis these extensions 


are such that the lessee must protect the lessor 
against drainage from neighbourhood operations. 
In other words, the law of capture is rejected or 
at least modified. 

Thus ratable taking is an inherent 
principle in the North American system and, in 
order to have ratable Taking in a highly developed, 


complex industry, where there are many operations, 
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several mineral owners and several purchasers, 
pro rationing to market demand, in my opinion, 
becomes a necessity to achieve ratable pay. In 
other words, it is a conservation measure, 

Now, 2, Pabtis lozel think we could 
discuss this subject at some length, but I would 
like to pause at that point. 

MR, PATTILLO: Do you agree that one of 
the results of pro rationing is that you have 4 


uniform price system in the area? 


MR. MACKENZIE: Mp, Pattiilo, Mr. White 


read some excerpts earlier, and I would like to 


read one here which I think expresses it very well. 


Phas 1s a paper by Mo. Hines BA. Baker, 


President of Humble O11 and Refining Company, 
entitled "Achievements and Unsolved Problems in 

Oil and Gas Conservation". It was an address 
delivered before the Spring Meeting of ae 
Southwestern District, American Petroleum Institute, 


Division of Production. av “ualvestony Texas, in 


March, 1949, and he says: 
"A point not usually understood is that production 
"normally is restricted not to market demand but 
"So the maximum efficient producing rate of 
"each field. It is only when the aggregate 
efficient producing capacity of all the fields 
"exceeds the total market demand that it becomes 


"necessary to reduce the allowed production 
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"below the efficient capacity. Thus, proration 
‘is basically not a system of balancing 
"production with demand but of regulating pro- 
"duction to prevent waste, and of balancing it 
"with demand only when such balance is required 
‘to protect correlative rights and assure 
"patable takings, in order that other regula- 
"tions designed to prevent waste may be effect- 
"EVELYOCE CECE OU, 

"No claim is made that regulation of 
"production to market demand is without influence 
"on price. But such restriction is not a price- 
"fixing program and does not result in price 
ere. 


Ma. PATTILLO® Well, does that nov resul?y 


in this®’ Yor ‘example, Imperial OllJ as a refiner 
in Sarnia, nominates how much oil it wants from 
its sarnia refinery for the coming month. As a 
producer, Imperial is only permitted to supply 
from its own wells a certain proportion of that 
nominavron and Lt. has to buy, from thevother 


producers in Alberta, tne rest of its requirements, 
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MR. PATTILLO: And does that not mean that 
the posted price, on that system, is the real price? 
MR, MACKENZIE: That 1s correct, 

MR. PATTILLO: And, accordingly, when you 
are in competition, where you are buying in a pro 
ration field and are in competition with another 
person who is buying or supplying his own require- 


ments, you can not compete at all, can you? 


MR. WHITE: Well, Mr. Pattillo, we have 
gone on record as saying that we need this system 
to keep the share of the industry as it is at the 
present time. This 16 man's ingenuity in, solving 
a problem. Now, in solving the problem, there are 
Some Things Thaw, come With it, Lo is, periectly .op— 
vlous that if anyone has a one percent. interest. in 
the field and has to buy 99 barrels out of every 
100, that he cannot have an economic incentive to 
GO OouL and peddle.that avt.the usual, competitive, cut 
price now. 


Now, you are saying, "Does this, in effect, 


mean does the pro rationing cut down the incentive 
to sell," and certainly, in the example I have given, 
Lo does. 

Now, where the percentage interest reaches 


a point where you can say there is incentive, I don!t 


know. I am perfectly sure that the industry is main- 
taining the incentive to look for and develop markets 


Tor. crugée o11. 


a ee a 4 oa be vs as. 
| Oe oi Pert ett? seb re 


O ceev Pee { & ar ned? * bh esi 
* + SOL ae oe ue es eee ie Pures Ye 
, Hy : oop. penvaet 
aOR at Tey 4 


“eye , 5 Prey ean <i 7 “athe 
ri , mm 2% -y 1” ph tey > ota eee ae OS el ae Fs « 4 
bial Y, hol ~My Mt So ey a ‘a hte "y id athe ‘iiss | ' éFis ' 


ate a ane 1 a ih Se we te pw 
L S2e Bese ofeft .oeigey 


Z fs . : : 
- Sar A " a : Blows 234 ea es haat Ae ik at ‘7 ea a tl "oe Fe By eeighee 
~<"pypet “we bo ery Thetis wie pd et oPe eae 


r , <j Fa Be ; 25° fe han Te . Bn hg A : a 
sie i oy nny os a a be Pre in ge A r a Py 
rah Peat oaaie Tae STEREO iat oye 7/1 Sin 
. 
. a) re = 
:? f } Ds pale t ra ier! ‘ Tes or Sa 
re. ’ H MEER yeu AL a TM 
” 
Ti ; i, js > mf eh ¢ sy Miual on e 
pete A Ub j 1 an 4 bh a 1 ty vas ul ie 4 ’] OPT iss 
4 
: re ed } a as 5 jaf 
so xv 1) wes i ’ ' Manu 
. 
F u ” a eo: AAA) Face Wes! 
wisn’ Pee as . iy od hy ak ar cape ae io o wee oe oe eet . 
Aci fs a, ; Ck, oi ERR aes 4 rye ry RODE 3 iL Saar a 
M . v a sd f . : +7 by ts eve yer te 
~ | ‘ 2 4 *) Let ‘ Tita SAT Po 
P ' i 
wath “3 é 1% ‘ * " e ’ ot « as aa 
Heit, Yl ete et 23 t die anon dad? anced dies 
1 
s 5. Be 2 eer 
ts + ‘ Py o> ea Bai deed ee ce 
; ri} i ( j 239 } ef eo PREIS wos W 
tos “ ‘ aie aia + be), ee ac ‘ i, OS 
ou Dal 1 a pe tee c 1% seh n ee i ei f ea 
ae 
f 
c Bae 
° 3 1 rc , : f ay 4 ' i. 
$ i: j i . ee 410 . TTS ei “EEO > il ,OOL 
ol 7 rer ae: -# " ‘ f is ’ 
z ‘ « = he m ‘ 
ab at Sw <a Var J ale : . : ; wd "hs or } ha tf ‘ oe) 
¥ 
au 
‘ ~ ay ew 
won este 
4 es ’ 
Sc Fre an | 4 , we ny woe @ . ie) 
ew hee bis ; ee Lf re ¥f ¢ # au | J t " u a1 Wy! 


’ » me 4 7 ‘ eee bi « 

& dire 8 io ' « i re ot a rf tay t y EF uy Pas Pe] Erle v é Efisa Os 
we Bon ie a 

: 4 oy © genie oi ah a 4 ity yi l { ¢ ai i, i 

ae Soe PEL RD Sey ah a wa ; 
w 
Ly ; 
re eee y Tae Te Meroe hee Rope e ey ee he i x vr 
Figok 1 , Sv Io €f creat: vite io) sae Sr onhy ie 


AL Ge OL Cr ee eee ee aria of vow heag ans as 


‘ egexteig eos spat bole 40? todd: oF retdnasiak er 8 


; oa Toa) 


f 


i p 


ald 


a 


i* 


4870 
ANGUS, STONEHOUSE & co; LTD, 
TORONTO, ONTARIO 


MR, PATTILLO: Mr. White, do you agree with 
me that as long as you have the Texans using pro 
rationing and as long as you have the Texas price con- 
LcoL bed by va price in Sarnia, just as long, as Alberta 
is on pro rationing, you have companies in Alberta, 
vis-a-vis, companies in Texas, all carrying on under 
the same operation, where they can compete under the 
Same tems and conditions. 

MS WHITE: It “all depends om how much oll 
they have got. 

MR, PATTILEO: isn't it very diiferent 
when you have the producers from Venezuela, who are 
not bothered with pro rationing, competing with the 
producers from Alberta? Is it not then almost imposs- 
ible, unless a person from Alberta happens to have 
95% of the production of the Province? 

Mas WHites Mew Partito, there 2sn't any 
question that 100% concession oil has a lot more 
economic sex appeal than 50% purchased oil. Actually, 


the difference lies more in the difference in the land 


system, because you will find, in Venezuela today, 
that the producing companies are voluntarily prorating 
themselves. 

T had not really thought about introducing 


the early history of Alberta here, before Government 


pro rationing came into effect; but it might be useful 
for the Commission to hear about it. It is late tonigh 


and, perhaps, tomorrow would be a better time, and we 


Cbs gle UNY te | 


> ii 


on 


d 7 ) 
- ' a. j = , 
= 
se 6 q : Tt oe 7 7 $y ‘De 4 
aS ee ‘OR Stig Vas a @ ce Sand ome * > 
=; ; eae eee , =~ a ‘ in A 7 


i - 


F aan ie yi 
As : in) 


MOP asi? shiwl) Steven voy ak See ot te Bp La it Laotian | 


—? 
J 
| | oo 
E aaa cA ae : 5 sie air © oe mit} ape Pay fe d belflout) i ae 


i 
! 
| 


ray 
i ; = i ee 
‘ } ; PVE ry i f eer ee ie PP 
» F: fj . ae F ae ed a? i 
eda aie a Isai a ' ‘ “a s * 
oa zm . ae * 
4 
i | 4 i. a hs 7 | 1 Op ; 
roar y - , I a i Mead rely 
f ; , ‘< . 
i 
' ‘17 r : Lr or i ~ 4 
: Md S F 3 Y oat ty epee Y= Si WW 
: er ‘ fe ial ra 
-— 7 Ps ’ a os ae lh commen 
: Lit ee wy rvve 
Ak HLA TTR , BMS 
' on y Nir vas : 
D 1s 
| rich y ry a7 fi 
f Porat : : 
7 - ’ , 
“ ae avo ; 
: ij , ’ 7 t y iy 4% 
d ' , vo hi 4 | 
rh rs ae et - U - ta ‘ 
oO oF oS i e ne , 
uy ? A n r 
’ \ ' if ja? i aria 
; ’ ou er t wed iy 
li 7 4 i 
‘ i iy 
' 4 { r ci i " { te 
; if ' ca ; ie tad 
i) = “ Parcs 
” + ( } . Fa fx «= fat 
d i ‘ 
- * ~t be Pld 
Bini md vat ne ; se stig G 
} i ‘ " y 
i | ; k ¢ 7 ind aD ‘ 1D Ah 
aw a “4 ; 4 . 
oreo 
é 4 
‘i . P Hy F Tal), ee ty, Lt? dee {.! 
’ U is 7 
4 — y 
. } . ! : tee 4S yy Py 
c A 7 — ont . : * otal ale ie RE. = ul 
Ea ak ae et Had . t " ue — . eae ps! 
‘ ‘ i 
: ~~ ' fi * 
% es, . fey an yt poly phe, ig A 2 hp be 
e to bg ‘ eves L 4 i i Aas i g j i ‘ 
ear neg le eee te 4 bodes: Pel Tasoame 4 ft tas oe PO bud ee a wh 
ay 2 ee ‘ ‘ 5 mt easy a A 
i , to a 
i. j I Bad Ml uke 3 ea ; Lit rr i ra? fees ‘ ~~ ae eb . 
tas : ; 4 RL GR SNE eat. bel? Ni 2G ) Ad NCE TR OND 
i Te hca0 : ' , Sve aL Rg et ee eae nC > us Ser ; ae . - 
, 
Ld j s{ Pid "y Pry j ah f ran Tyra 4 } ‘ , 
fi : is o ' ee A iJ od 
; 4 a i f : : ' 
P ; 
ves Lie hee f ’ _ a 
i jited > ne ; : “ ) j \ fa ie y ; i Leon 
: fees iat : ~~ Beer Po. eae ys 
‘ hs 
hs y M, o n e “) rf 
hi, ‘ if A 144 T Peg e Wey ‘ , r Pug fh wh airy 6 iin 
ae + ) ‘ } ie : ' | me ) 7 ? vir Ta hs 
ie ee bs! } ' ia ; ee mye! ee é ad a es | j i J Tes 
"= “ L! + ’ ¥ 
i ‘ : 
wd wo + 
, seh S¥ leamernd 
siete. es 1 
Mi wife gf « Pi 
4}? RET Cw "t ‘7 i ’ F 7 Lp a | r 
J na f Po ’ : 
9. Oe i ry ’ ; ‘ Z is z = de Lhe a oT BR P vo ihe wit al | 
ve . Ct ue 4 r i 


a é “a - c eu 4 oo @ h } " , fi i - “ 
SOOM SORT ote. ABCA Te Wee e Eimear 
aed as putas ; f er Sha ce UN bp ee oy ae ee : : 


anrve bat * ees ' an? ss ae) 
Sale do Fes ig Sat oe od, ey Oe 4am, oad oi me.! peren 
‘ ee eh eee oe Re saat tice ae ean BEI. 


Oa etal Pes H A a pel hd 2 
ve 7 PS ul? 
ole ; aT i wae Lb t be 

es Tay sIsi ef Ft oo Ls Peels Prt é¢ sokent, 

rie a9 * + i . 4 . ue ; te he ae ” fag ar, hh 
7 : ; a eh a a ri ka ae 
wee Serre , ew T . ’ 

ny hak amd ngiang 9d . 


4871 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


would be glad to direct evidence towards that in the 
mMoOrnLMe. 

MR. PATTIULO: I think thet would be a very 
good place for us to break, if we could start with 
Chay sewne morning. 

THE CHAIRMAN: I quite agree with you, and 
I can assure you that the Commission has great syn- 
pathy Tor une author of that..article. 

We shall now adjourn, gentlemen, until 10 
o'clock tomorrow morning. 


---Whereupon the hearing adjourned, at 4.30 p.m., 
Mii O. 4... Wesday.. May: 6, 1958, 
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